e

02029725

e wlady | Wg : -

e e ———

ANNUAL REPORT

//PROCESSED
| APR 152002

THOMSON
FINANCIAL




PLUM CREEK TIMBER COMPANY

ANNUAL REPORT



CONTENTS

Preliminary Statement . . . ... . o 1
Industry OVEIVIEW . .. oo 1
UL BUSIIIESS .+ .ottt et e et e e e et e e e e e e e e e e 2
Segment Information . .. . ... .. . e 5
Management’s Discussion and Analysis of Financial Condition and Results of Operations ............... &
Selected Financial Data . . . ... ... .ot e e e 22
Financial Statements

Consolidated/Combined Statementof Income . ........ ... . i i 24

Consolidated Balance Sheet . ... ... .. ... i e e e 25

Consolidated/Combined Statement of Cash Flows . ....... .. . i i i 26
Notes To Consolidated/Combined Financial Statements ............ .. ..o it 27
Report of Independent ACCOUNTANES . ... ...ttt ittt e et ettt it 61
Report of Management . ........... . ..ttt 63
Supplementary Financial Data .. ... ... .. i e 64
Quantitative and Qualitative Disclosures about MarketRisk .. ....... ... .. .o o il 65
Market for the Registrant’s Common Equity and Related Stockholder Matters ........................ 66
Directors and Executive Officers . ... ... ... it e 67




PRELIMINARY STATEMENT
When we refer to “we,” “us,” “our” or “the company” we mean Plum Creek Timber Company, Inc. and its
consolidated subsidiaries and its predecessor, Plum Creek Timber Company, L.P.

On October 6, 2001 we merged with The Timber Company, formerly a separate operating division of
Georgia-Pacific Corporation. This merger is being accounted for as a reverse acquisition. Accordingly, the
historical financial statements of The Timber Company became our historical financial statements for accounting
and financial reporting purposes.

INDUSTRY OVERVIEW

General

The timber industry provides raw material and conducts resource management activities for the paper and
forest products industry, including the planting, fertilizing, thinning, and cutting of trees and the marketing of
logs. Logs are marketed and sold either as sawlogs to lumber and other wood products manufacturers or as
pulplogs to pulp and paper manufacturers. The timber industry possesses several unique characteristics that
distinguish it from the broader paper and forest products industry, which we believe makes timber an attractive
asset class, including the following:

Renewable Resource. Timber is a growing and renewable resource that, when properly managed, increases
in volume and value as it grows over time. Larger diameter trees command a higher price than smaller trees
because they may be converted to higher value end-use products such as lumber and plywood.

Predictable and Improving Growth Rates. Predictable biological growth is an attractive feature of
timberland assets because it contributes to predictable, long-term harvest planning. The development and
application of intensive forest management practices continue to improve biological growth rates.

Harvest Flexibiliry. Timberland owners have some flexibility to increase their harvests when prices are
high and decrease their harvests when prices are low, allowing timberland owners to maximize the long-term
value of their growing resource base.

Historical Real Price Appreciation. Due to growing demand combined with limitations on supply caused
by environmental restrictions, urban sprawl and overcutting, prices for Douglas-fir and Southern Yellow Pine
timber have exhibited a compound annual growth rate of approximately 4% and 3% from 1975 through 2001.

Supply and Demand Dynamics

There are five primary end-markets for most of the timber harvested in the United States: products used in
new housing construction; products used in the repair and remodeling of existing housing; products for industrial
uses; raw material for the manufacture of pulp and paper; and logs for export.

Supply. The supply of timber is limited, to some extent, by the availability of timberland. The availability
of timberland, in turn, is limited by several factors, including government restrictions relating to environmental
regulation and land use, alternate uses such as agriculture, and loss to urban or suburban real estate development.
The large amounts of capital and long time required to create new timberlands also limits timber supply.

Tree growth rates vary from region to region because of differences in weather, climate and soil conditions.
Newly-planted seedlings take 20 to 30 years to reach harvest maturity in the Southern United States, 45 to




60 years in the Northwestern United States, 45 to 70 years in the Northeastern United States and 70 to 90 years in
the Rocky Mountains, depending on the desired product. Consequently, the conversion of agricuitural lands into
new timberlands in the United States is not commonplace. Instead, it is more cost effective to convert existing
natural growth stands to forestry plantations by applying modern forestry techniques to efficiently increase tree
growth and harvest levels.

Demand. The demand for timber is directly related to the underlying demand for pulp and paper products,
lumber, panel and other wood related products. The demand for pulp and paper is largely driven by population
growth and per-capita income levels. The demand for lumber and manufactured wood products is primarily
affected by the level of new residential construction activity and repair and remodeling activity, which, in turn, is
impacted by changes in general economic and demographic factors, including interest rates for home mortgages
and construction loans.

OUR BUSINESS

We are the second largest private timberland owner in the United States, with approximately 7.8 million
acres of timberlands located in 19 states. Our timberlands are well diversified, not only by species mix but also
by age distribution. Growth rates vary depending on species, location, age and forestry practices. We manage our
timberlands in two business segments: the Northern Resources Segment, consisting of timberlands primarily in
Idaho, Maine, Montana, Oregon, Pennsylvania, Virginia, Washington, West Virginia, and Wisconsin; and the
Southern Resources Segment, consisting of timberlands primarily in Alabama, Arkansas, Florida, Georgia,
Louisiana, Mississippi, North Carolina, Oklahoma, South Carolina, Texas and Virginia. In addition, the natural
resources business (“Other Segment”) focuses on opportunities resulting from our extensive property ownership
including opportunities relating to mineral extraction and communication and transportation rights of way. The
Real Estate Segment, which is generally conducted through our taxable REIT subsidiaries, refers to our sale and
management of higher and better use lands and periodic sales of non-strategic timberlands.

Our Manufactured Products Segment, also conducted through our taxable REIT subsidiaries, includes four
lumber mills, two plywood plants, two medium density fiberboard facilities, and two lumber remanufacturing
facilities. These facilities, strategically located near our timberlands in Montana and Idaho, convert logs to
lumber, plywood and other wood products, and convert sawdust and wood shavings to medium density
fiberboard. The manufacturing operations have established a network of 55 independent warehouses located
strategically throughout the United States to enhance customer service and prompt deliveries.

Our Growth Strategy

Our growth strategy is guided by specific operating objectives, including maximizing the value of our
current timberlands through intensive forest management, expanding our resource base through acquisitions and
maintaining our leadership role in environmentally responsible resource management. Our growth strategy
includes the following key elements:

Focus on Maximizing the Value of Our Resource Base Through Intensive Management of Our
Timberlands. We view our timber resource base as a renewable asset with substantial inherent value. We seek
to manage our timberlands in a manner that optimizes the balance among current cash flows, the biological
growth of our timber and prudent environmental management. Our management approach employs advanced
forest management practices, including the use of a computerized timber inventory system, thinning and
fertilization, and the development and use of genetically improved seedlings.

Pursue Acquisitions of High Quality Timber Assets. The United States timber market is highly fragmented.
We believe that there will continue to be numerous timberland acquisition opportunities due to the desire among

some paper and forest product companies to sell their timberland assets and the difficulties faced by some small
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timberland owners in efficiently managing their timberlands. We believe we are well positioned to compete for
high quality timberland assets because:

« We are an attractive strategic partner for integrated forest products companies seeking to sell their
timberlands because we do not compete with their pulp or paper manufacturing operations and we are
willing to enter into long-term supply agreements;

* We can structure acquisitions on a tax-efficient basis through the issuance of common stock, limited
partnership interests in our operating partnership, or installment notes, giving sellers the ability to defer
some or all of the taxes otherwise payable upon a sale; see Risk Factors—We Will Have to Abide by
Potentially Significant Restrictions With Respect to Issuances of Our Equity Securities Until October,
2003;

» The geographic reach of our operations enhances our awareness of new acquisition opportunities and our
knowledge of environmental concerns, market dynamics, timber productivity and other factors important
in valuing timberlands and operations in each region;

* Qur reputation for environmental leadership makes us attractive to sellers concerned with continued
responsible environmental resource management; and

* We maintain a conservative capital structure which provides the flexibility to ensure ready access to
capital.

Our disciplined growth strategy has allowed us to expand and diversify our timber holdings, as well as
increase our cash flow. Over the last decade, we have increased our timber holdings from approximately
1.4 million acres to approximately 7.8 million acres. These acquisitions have enhanced our operating flexibility
and reduced our exposure to regional economic fluctuations. Our strategy going forward is to continue to make
strategic acquisitions that are accretive to cash flow.

Realize the Value of Selected Properties Through Sale or Exchange. At the same time that we pursue
timberland acquisitions, we continually review our timberland portfolio to identify properties that may have
higher and better uses than as commercial timberland. At this time, we estimate that approximately 400,000 acres
of properties are located in recreational areas or near expanding population centers and may be better suited for
conservation, residential or recreational purposes. Our ongoing review process evaluates propetties based on a
number of factors such as proximity to population centers and major transportation routes, and the presence of
special ecological or geographic features.

In addition, we may occasionally exchange timberlands which have high environmental or other public
values for timberlands of equal value that are more suitable for commercial timber management. We may also,
from time to time, sell or exchange less strategic timberlands to other forest products companies or non-industrial
timberland investors.

Capture the Value of Non-timber Resources on Our Properties.  As part of our resources business, we
focus on value creation resulting from our extensive property ownership, including opportunities relating to
mineral extraction and communication and transportation rights of way. Our strategy involves forming strategic
alliances with industry specific leaders to identify and pursue such opportunities, as well as securing participation
rights in any resulting development projects.

Maintain Environmental Leadership. We believe that environmentally sound management practices
contribute to our growth and value by providing greater predictability in the management of our assets. Our
forestry and mill practices follow a set of environmental principles aimed at the sound management of all natural
resources, including soils, air, watersheds, fisheries and wildlife habitats. These principles are reflected in our
habitat planning efforts, which have led to the implementation of five major habitat conservation agreements
under which we manage approximately 2.3 million acres of our timberland.




Acquisitions and Dispositions

On October 6, 2001, six former subsidiaries of Georgia-Pacific Corporation, collectively referred to as The
Timber Company, merged with and into us. The Timber Company held all of the assets and liabilities attributed
to Georgia-Pacific’s timber and timberlands business. In the merger, we acquired approximately 3.9 million acres
of primarily pine forests in the southern regions of the United States, 287,000 acres of primarily Douglas-fir
forests in Oregon and 542,000 acres of mixed hardwood forests in the Appalachian and north eastern regions of
the United States for a purchase price of approximately $3.4 billion, which includes debt incurred by us sufficient
to replace the debt attributed to The Timber Company, which was approximately $650 million as of October 6,
2001. The merger with The Timber Company is being accounted for as a reverse acquisition, with The Timber
Company being treated as the acquirer for financial reporting purposes. As a consequence, the historic financial
statements of The Timber Company constitute the financial statements of Plum Creek effective as of October 6,
2001. Our financial statements for 2001 reflect the operations of The Timber Company through October 6, 2001
and of the merged company for the remainder of the year.

Plum Creek, prior to the merger with The Timber Company, disposed of certain of its timberlands. These
dispositions are not reflected in our historical financial statements as a result of the historical financial statements
of The Timber Company constituting the financial statements of Plum Creek effective as of October 6, 2001.

On March 29, 2001 Plum Creek sold approximately 44,000 acres of timberlands near Kelso, Washington to
Pope Resources, a Delaware Limited Partnership, for approximately $54 million.

On December 15, 2000, Plum Creek sold its Southern lumber manufacturing operations in Joyce, Louisiana
and Huttig, Arkansas to West Fraser Timber Co. Ltd. for $60 million plus working capital. In January 2000,
Plum Creek sold approximately 90,000 acres of timberlands near St. Maries, Idaho to Crown Pacific Partners,
L.P. for approximately $73 million.

During 1999, The Timber Company sold approximately 1,024,000 acres of timberlands for $442 million in
three separate transactions. These transactions included 390,000 acres of timberlands in the Canadian province of
New Brunswick, 440,000 acres of timberlands in Maine, and 194,000 acres of timberlands in California.

On July 1, 1999, Plum Creek Timber Company, L.P. converted from a master limited partnership to a
corporation. Plum Creek Timber Company, Inc., the new corporation and successor registrant, has elected to be
treated for Federal income tax purposes as a real estate investment trust or “REIT.” As of the date of the REIT
conversion, Plum Creek Timber Company, L.P. ceased to exist. To qualify as a REIT, we transferred
substantially all assets and associated liabilities related to our manufacturing operations and harvesting activities,
and some higher and better use lands, to several unconsolidated corporate subsidiaries. In late 1999, Congress
simplified several of the qualification requirements applicable to REITs, including the circumstances under
which a REIT may own the voting stock of entities that do not generate qualified REIT income. Accordingly, on
January 1, 2001, Plum Creek purchased the voting stock of the unconsolidated subsidiaries and thereby
consolidated the equity ownership in these business entities.

On November 12, 1998, Plum Creek acquired 905,000 acres of timberlands in central Maine from S.D.
Warren Company for a purchase price of $181 million, plus $300,000 for working capital.

During 1998, The Timber Company sold approximately 61,000 acres of timberlands in West Virginia for
approximately $26 million.

During 1997, The Timber Company sold approximately 127,000 acres of timberlands in California for
$270 million.




SEGMENT INFORMATION

Certain financial information for each business segment is included in Note 14 of the Notes to Financial
Statements and is incorporated herein by reference.

Northern Resources Segment

The Northern Resources Segment encompasses 3.4 million acres of timberland in Montana, Maine, Oregon,
Wisconsin, Washington, Idaho, West Virginia, Pennsylvania and western Virginia. The Northern Resources
Segment timberlands contain an estimated 124 million tons (41 million cunits) of standing timber. Consistent
with industry practices in the North, Plum Creek’s estimated inventory of standing timber includes deductions for
visible and hidden defect. Furthermore, Plum Creek’s estimated inventory includes volumes in environmentally
sensitive areas, where we defer harvest until conditions permit the removal of trees without adversely affecting
the environment.

Logs harvested in the Northern Resources Segment are sold primarily to domestic mills and for export to
Pacific Rim countries and Canada. Competitors in the domestic log market include the United States Forest
Service, the Bureau of Land Management, the Bureau of Indian Affairs, and numerous private individuals,
industrial timberland owners, and state agencies located in the regions in which we operate. Competitors in
export log markets include numerous private timberland owners in the United States, as well as companies and
state-controlled enterprises in Canada, Chile, New Zealand, and Russia, all of which have abundant timber
resources. In the Northern Resources Segment, domestic wood and fiber consuming facilities tend to purchase
raw materials within a 200-mile radius due to transportation costs. Competitive factors within a market area
generally will include price, species and grade, quality, proximity to wood consuming facilities and the ability to
consistently meet customer requirements. We compete based on our reputation as a stable and consistent supplier
of well-merchandised, high-quality logs, and on price.

In connection with our acquisition of the Maine timberlands in 1998, we entered into a long-term agreement
to supply pulp wood fiber to S.D. Warren Company’s paper facility in Skowhegan, Maine at prevailing market
prices. The fiber supply agreement ends in 2023 and may be extended up to an additional 15 years at the option
of S.D. Warren Company. In conjunction with an acquisition in 1993 of 865,000 acres of timberland in western
Montana, we entered into a sourcing agreement with Stimson Lumber Company to supply logs to Stimson’s
Montana mills, based upon prevailing market prices, over a ten-year period ending in 2003.

Southern Resources Segment

The Southern Resources Segment consists of 4.1 million acres of timberlands (plus 340,000 acres of leased
land) located in the states of Arkansas, Louisiana, Mississippi, Alabama, Florida, Georgia, North and South
Carolina, Texas, Oklahoma and eastern Virginia, and contain an estimated 161 million tons (46 million cunits) of
standing timber. Consistent with industry practices in the South, Plum Creek’s estimated inventory of standing
timber includes deductions for visible defect. Furthermore, Plum Creek’s estimated inventory includes volume in
environmentally sensitive areas, where we defer harvest until conditions permit the removal of trees without
adversely affecting the environment.

Logs in the Southern Resources Segment are sold to third party mills producing a wide array of forest
products, including manufacturers of lumber, plywood, oriented strand board, and pulp and paper products. We
compete with numerous private and industrial timberland owners, as well as Federal and state agencies, across
the Southern United States. Due to transportation costs, domestic wood and fiber consuming facilities in the
Southern Resources Segment tend to purchase raw material within a 100-mile radius. Competitive factors within
our Southern Resources Segment include price, species, grade, quality, proximity to wood consuming facilities
and the ability to consistently meet customer requirements. We compete based on our reputation as a stable and
consistent supplier of well-merchandised, high-quality logs, and on price.

In connection with The Timber Company merger, our Southern Resources Segment entered into a long-term
agreement to sell logs to Georgia-Pacific at prevailing market prices. The supply agreement expires in 2010
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subject to an automatic 10 year renewal period, unless either party delivers a timely termination notice. In
connection with Plum Creek’s December, 2000 sale of its Southern lumber facilities to West Fraser Timber Co.
Ltd., Plum Creek entered into a long-term agreement to supply logs to these mills at prevailing market prices.
The supply agreement expires in 2015 and may be renewed for five-year periods thereafter upon mutual consent
of both parties. Additionally, in connection with Plum Creek’s acquisition of 538,000 acres of timberlands in
Louisiana and Arkansas from Riverwood International Corporation in 1996, Plum Creek entered into a long-term
agreement to supply pulp logs and mill residuals at prices that are based upon prevailing market prices. The
supply agreement ends in 2016 and can be extended up to an additional 10 years by either party. We expect that
our long-term supply agreements with Georgia-Pacific, Riverwood International Corporation and West Fraser
Timber Co. Ltd. will provide us with ongoing secure markets for a substantial portion of the wood fiber
harvested from our Southern Resources Segment timberlands.

Real Estate Segment

We estimate that approximately 400,000 acres of our properties are located in recreational areas or near
expanding population centers and may be better suited for conservation, residential or recreational purposes,
rather than for long-term commercial timberland management.

From time to time, we transfer land to wholly owned taxable REIT subsidiaries that focus on maximizing
the value through pre-development activities, and then realizing that value through market-timed sales or
exchanges. Our subsidiaries expect to sell or exchange their properties within five years. Our subsidiaries may
also pursue various forms of entitlement or zoning to prepare a property for an eventual sale. Our strategy for the
remaining lands is to realize their value over ten to fifteen years, through long-term timberland management
possibly followed by strategically timed sales or exchanges. Our on-going review process evaluates properties
based on a number of factors, such as proximity to population centers and major transportation routes and the
presence of special ecological or geologic features. Occasionally, we are approached by third parties, such as
conservation groups or adjacent landowners, and asked to sell a particular timberland property that has not been
transferred to one of our subsidiaries. We may sell the property if the transaction is consistent with our real estate
strategy.

We compete with sellers of larger real estate parcels in hundreds of local markets. Our sales tend to be
parcels of 10 acres or more, with numerous transactions in excess of 1,000 acres, and occasional transactions
exceeding 10,000 acres.

Manufactured Products Segment

Lumber. We produce a diverse line of lJumber products, including common and select boards, studs, edge-
glued boards and finger-jointed studs. Lumber products manufactured in our two studmills, two random-length
mills, and remanufacturing facility in western Montana, along with our remanufacturing facility in Idaho, are
targeted to domestic lumber retailers, such as retail home centers, for use in repair and remodeling projects.
These products are also sold to stocking distributors for use in home construction.

Competition in our lumber markets is based on price and quality and, to a lesser extent, the ability to meet
delivery requirements on a consistent long-term basis and to provide specialized customer service. We compete
in domestic lumber markets with a host of other United States, Canadian, European, South American and New
Zealand producers. Canadian and European lumber producers have increased their penetration into the United
States market due to their lower wood fiber costs and favorable exchange rates. The lumber market is also
subject to competition from substitute products, such as products made from radiata pine, medium density
fiberboard, oriented strand board, particleboard, laminates, steel and plastic.

Our lumber and plywood mills produce residual wood chips as a by-product of the conversion of raw logs
into finished products. These wood chips are sold to regional paper and pulp milis or used in our medium density
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fiberboard facilities. A substantial portion of our residual wood chip production is sold to Smurfit Stone
Container Corporation under a long-term supply agreement.

Plywood. Our two plywood plants in western Montana produce high-grade plywood that we sell primarily
into specialized industrial markets, including boat, recreational vehicle and fiberglass-reinforced panel
manufacturing. Our plywood products are generally of higher quality than commodity construction grade
products and generally command higher prices in these specialty markets. See—lumber immediately above for a
discussion on residual wood chips.

Competition within the plywood market is based primarily on price and quality and, to a lesser extent, the
ability to offer a full line of products and meet delivery requirements on a consistent, long-term basis. The
domestic plywood market is characterized by numerous large and small producers and is also subject to
competition from oriented strand board, a less expensive substitute wood product. Oriented strand board
continues to capture an increasing percentage of the structural panel market due to its low cost. Oriented strand
board has now captured over 55% of the structural panel market, and this percentage is expected to increase over
the next several years as additional oriented strand board plants are built or existing facilities are expanded. To
improve operating performance, many commodity plywood manufacturers have refocused their products toward
the specialty plywood market, resulting in increased competition in the markets we serve. We expect to remain
competitive due to our strong customer base, extensive experience in industrial markets, supply of superior
quality timber, and reputation for high quality products.

Medium Density Fiberboard. Late in 2001, we completed construction of a new $80 million thin-board
production facility adjacent to our existing medium density fiberboard facility in western Montana. This new
thin-board line, which complements our existing product line, will increase our output by 70%, or 95 million
square feet annually. We supply high quality medium density fiberboard (“MDF”) to a wide range of customers
in North America and Asia. Some of the more common uses for our MDF include furniture and cabinet
components, architectural moldings, doors, store fixtures, core material for hardwood plywood, commercial wall
paneling and substrate for laminate flooring.

The medium density fiberboard industry has been undergoing dramatic growth and increased competition.
Medium density fiberboard producers compete on a global scale, prfmayily on the basis of price, quality, service
and the availability of specialty products. MDF competes with solid wood products as well as hardboard and
particleboard products. Competition in the industry has increased recently because of the recent price reductions
of solid wood products and increased European and Asian imports resulting from the strong U.S. currency and
weak Asian economies.

Other Segment—Natural Resources

As part of our resources business, we focus on value creation resulting from our extensive property ownership,
including opportunities relating to mineral extraction and communication and transportation rights of way. This
segment represents a diverse array of natural resource products and markets subject to widely varying forms and
levels of competition. Our strategy involves forming strategic alliances with industry specific leaders to identify and
pursue such opportunities, as well as securing participation rights in any resulting development projects.

We currently receive royalty revenue from the extraction of oil and gas, minerals, and coal from some of our
lands. In addition, one of our taxable REIT subsidiaries has entered into an operating partnership agreement with
Geomet, Inc., a coalbed methane developer, to jointly develop any coalbed methane that may be found on certain
of our lands in West Virginia and Virginia, as well as on third party properties on which the parties have secured
coalbed methane rights. ' '




MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS

Forward-Looking Statements

This Annual Report contains forward-looking statements within the meaning of the Private Litigation
Reform Act of 1995. Some of the forward-looking statements can be identified by the use of forward-looking
words such as “believes,” “expects,” “may,” “will,” “should,” “seeks,” “approximately,” “intends,” “plans,”
“estimates,” “projects,” “strategy” or “‘anticipates” or the negative of those words or other comparable
terminology. Forward-looking statements involve inherent risks and uncertainties. A number of important factors
could cause actual results to differ materially from those described in the forward-looking statements, including
those factors in “Risk Factors.” Some factors include changes in governmental, legislative and environmental
restrictions, catastrophic losses from fires, floods, windstorms, earthquakes, volcanic eruptions, insect
infestations or diseases, as well as changes in economic conditions and competition in our domestic and export
markets and other factors described from time to time in our filings with the Securities and Exchange
Commission. In addition, factors that could cause our actual results to differ from those contemplated by our
projected, forecasted, estimated or budgeted results as reflected in forward-looking statements relating to our
operations and business include, but are not limited to:

EETS

« our failure to qualify as a real estate investment trust, or REIT, or our failure to achieve the expected
competitive advantages of operating as a REIT;

+ an unanticipated reduction in the demand for timber products and/or an unanticipated increase in the
supply of timber products;

+ our failure to make strategic acquisitions or to integrate any such acquisitions effectively or, conversely,
our failure to make strategic divestitures; and

+ the failure to meet our expectations with respect to our likely future performance.

Accordingly, actual results may not conform to the forward-looking statements contained in this Report.

Overview

Merger with The Timber Company. On October 6, 2001, the six entities that comprised The Timber
Company, formerly a separate operating group of Georgia-Pacific Corporation (“Georgia-Pacific”), merged with
and into Plum Creek, with Plum Creek as the surviving company. As a part of the merger, the shareholders of
Georgia-Pacific Corporation—Timber Group Common Stock (“Timber Company Stock™) received 1.37 shares
of Plum Creek’s common stock for each share of The Timber Company stock, or approximately 112.7 million
shares. The merger is being accounted for as a reverse acquisition, with The Timber Company being treated as
the acquirer for accounting and financial reporting purposes. As a consequence, the historical financial
statements of The Timber Company became the financial statements of Plum Creek effective as of the
consummation of the merger. Therefore, the statement of income for the year ended December 31, 2001 reflects
the performance of The Timber Company until the date of the merger and that of the merged company for the
remainder of 2001. The statements of income for the years ended December 31, 2000 and January 1, 2000 reflect
only the operating results of The Timber Company. See Note 2 of the Notes to Financial Statements.

Prior to the merger with Plum Creek, The Timber Company had only one reportable segment. Subsequent to
the merger, Plum Creek has five reportable segments. The Timber Company’s historical segment information has
been retroactively restated back to the beginning of 1999 to reflect these new segments. Furthermore, the period-
to-period comparison of the results of operations for 2001 compared to 2000 and 2000 compared to 1999 are
based on the new segments and reflect the operating results of The Timber Company through the merger date
(October 6, 2001) and the results of the combined company subsequent to the merger date. See Note 14 of the
Notes to Financial Statements for segment and geographical area information.

Additionally, in connection with the merger, Plum Creek replaced approximately $650 million of Georgia-
Pacific debt attributed to The Timber Company with third party debt, consisting of $500 million of fixed rate
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debt and $150 million of variable rate debt. Also in connection with the merger, Plum Creek assumed
approximately 3.8 million outstanding stock options (after adjusting for the exchange ratio) with respect to
Timber Company Stock at exercise prices ranging from $15.29 to $18.34 (after adjusting for the exchange ratio).
See Notes 6 and 11 of the Notes to Financial Statements.

Commencing July 1, 1999, Plum Creek has elected to be taxed as a REIT under sections 856 through 860 of
the United States Internal Revenue Code. As a consequence of The Timber Company merging into a REIT, a
one-time tax benefit of approximately $216 million was recorded to reflect the elimination of a deferred tax
liability associated with temporary differences primarily related to timberlands that are not expected to be
disposed of in a transaction subject to built-in gains tax during a ten-year period. Additionally, in connection with
the merger, Plum Creek inherited the earnings and profits of The Timber Company. As a REIT, Plum Creek was
required to distribute these earnings and profits prior to January 31, 2002. As a result, our fourth quarter dividend
of $0.57 per share was accelerated and paid on December 28, 2001. The dividend normally would have been paid
in February 2002. See Note 5 of the Notes to Financial Statements.

Non-recurring Items. During 2001 we had the following non-recurring items which had an impact on our
results of operations:

1. Income Tax Benefit. As aresult of the entities comprising The Timber Company, each a taxable
corporation, merging into Plum Creek, a REIT, which is generally not subject to federal or state income
tax, a one-time tax benefit of $216 million was recorded in the fourth quarter of 2001. The benefit
relates primarily to the elimination of a deferred tax liability associated with temporary differences
primarily related to timberlands that are not expected to be disposed of in a transaction subject to built-
in gains tax during a ten-year period. See Note 5 of the Notes to Financial Statements.

2. Severance. Inconnection with the October 6, 2001 merger, the employment of several executives and
key employees of The Timber Company terminated. Terminated employees were paid a severance and
two terminated executives of The Timber Company were awarded additional pension benefits. An
expense of $6 million was recorded in the fourth quarter of 2001 for these severance and pension
benefits.

Accounting Method Change. In the fourth quarter of 2001, the company changed its accounting policy to
capitalize certain timber reforestation costs that were previously expensed. The cumulative effect of this policy
change is not reflected in the beginning balance of Timber and Timberlands because information is not available
to compute the cumulative effect of the change over the prior harvest cycle of approximately 30 years. The new
capitalization policy was applied retroactively as of January 1, 2001. Implementation of the new accounting
policy increased the Northern Resources Segment’s 2001 operating income by $2 million and the Southern
Resources Segment’s 2001 operating income by $16 million. See Note 1 of the Notes to Financial Statements,
Timber and Timberlands.

Off-Balance Sheet Debt and Other Arrangements. 'The consolidated financial statements of the company
reflect all of the operations and assets and liabilities of the company. The company has no relationships with
unconsolidated entities or financial partnerships, such as entities often referred to as structured finance or special
purpose entities. Consequently, the company has no off-balance sheet debt. Furthermore, except for a financing
in connection with certain installment notes receivable which were transferred to Georgia-Pacific prior to the
October 6, 2001 merger, the company is not a party to any derivative transactions. Finally, the company does not
have any transactions with related parties or affiliates other than those described in Note 12 of the Notes to
Financial Statements.

Critical Accounting Policies

Our discussion and analysis of our financial condition and results of operations are based upon our
consolidated financial statements which have been prepared in accordance with accounting principles generally
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accepted in the United States. The preparation of these financial statements require management to make
estimates and judgements that affect the reported amounts of assets, liabilities, revenues and expenses, and
related disclosure of contingent assets and liabilities. Actual results may differ from these estimates under
different assumptions or conditions.

We believe that the following critical accounting policies affect our most significant judgements and
estimates used in preparation of our consolidated financial statements:

Revenue Recognition. Plum Creek (The Timber Company prior to the October 6, 2001 merger) historically
recognized revenue from timber sales under three different methods, depending upon the terms of the sale. The
methods were: (1) delivered log sales, (2) cutting contracts and (3) timber deeds. Under a delivered log sale
agreement, the seller cuts the tree and delivers it to the buyer. Risk of loss and title to the tree passes to the buyer
when the log is delivered to the buyer. Revenue is recognized when the log is delivered and includes the cost of
logging and hauling.

Cutting contacts are agreements where the buyer agrees to harvest all of the trees on a tract of land for an
agreed upon price for each of the different types of trees over the terms of the contract (usually 12 to 18 months).
In some cases an advance is received in connection with cutting contracts, and in other cases the buyer agrees to
only cut certain trees on a tract of land. Under cutting contracts, the buyer is responsible for all logging and
hauling costs. Title and risk of loss pass to the buyer as the trees are cut. Revenue is recognized when the trees
are cut. Total revenue recognized under a cutting contract is a function of the total volume of wood removed
times the agreed upon per unit price for each of the various types of trees on a tract of land.

Timber deeds are agreements where the buyer agrees to harvest all of the trees on a tract of land over the
terms of the contract (usually 12 to 18 months). However, unlike a cutting contract, risk of loss and title to the
trees transfer to the buyer when the contract is signed. The buyer also pays the full purchase price when the
contract is signed. Under a timber deed, the buyer is responsible for all logging and hauling costs. Revenue from
a timber deed sale is recognized when the contract is signed. Timber deeds are generally marketed and sold to the
highest bidder. Bids are typically based on a timber cruise—an estimate of the total volume of timber on a tract
of land broken down by the various types of trees (such as softwood sawlogs, hardwood pulpwood, etc.). Total
revenue recognized under a timber deed is the amount of the highest bid and is not dependent upon the volume or
types of trees actually harvested.

Subsequent to the October 6, 2001 merger, as a result of certain REIT requirements, we have replaced
timber deed agreements with lump-sum sale agreements. Under a lump-sum sale, the parties agree to a lump-sum
price for all the timber available for harvest on a tract of land. Generally the lump-sum price is paid when the
contract is signed. However, unlike timber deeds, title to the timber and risk of loss transfers to the buyer as the
timber is cut. Therefore, revenue is recognized each month based on the timber harvested compared to total
timber available to be harvested on a tract of land over the terms of the contract (usually 12 to 18 months). Under
a lump-sum sale, the buyer is responsible for all logging and hauling costs. Lump-sum sales are generally
marketed and sold to the highest bidder. Bids are typically based on timber cruise information, Total revenue
recognized under a lump-sum sale contract is the amount of the highest bid and is not dependent upon the volume
or type of trees actually harvested.

Since revenue is recognized under a lump-sum sale agreement as the trees are cut, an estimate of how much
revenue to recognize each month is made based on how much volume has been removed compared to the total
volume available for harvest on a tract of land according to the timber cruise. We generally receive weekly
information from the buyer regarding how much volume has been removed. Inevitably, the total volume
harvested from a tract of land will be different than the volume estimated in the timber cruise. If the total volume
removed is greater than the cruised volume, we will stop recognizing revenue on this contract once the total
revenue recognized is equal to total lump-sum contract price. No revenue will be recognized for volumes
harvested in excess of the cruised volume. If the total volume removed is less than the cruised volume, an
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adjustment will be recorded in the month in which the buyer has completed its harvesting on a tract of land. The
adjustment is an increase in revenue equal to the difference between the lump-sum contract price and the total
revenue recognized under this contract to-date.

Management does not expect to have any material adjustments to revenue recognized under lump-sum sales
agreements. Management expects that actual volumes harvested under lump-sum contracts will not be materially
different than the estimated cruised volumes. Furthermore, management estimates that the likelihood of actual
volume harvested exceeding the cruised volume is approximately equal to the likelihood of actual volume
harvested being less than the cruised volume. However, we have limited experience with lump-sum contracts and
we may need, therefore, to refine our estimation process in future periods.

While the timing of when revenue is recogni‘zed under a timber deed and a lump-sum contract is materially
different, this change is not expected to have a material impact on the year-to-year comparison of our results of
operations. However, our quarter-to-quarter comparison of our results of operations is expected to be materially
impacted.

The majority of our timber sales in the Northern Resources Segment are under delivered log sale
agreements. In our Southern Resources Segment, the majority of our timber sales are either cutting contracts or
lump-sum sales. Under both cutting contracts and lump-sum sales, the buyer is responsible for the logging and
hauling costs. Therefore, operating profit percentages are significantly higher in our Southern Resources
Segment.

Real Estate Sales. As a major landowner, we estimate that 5% of the company’s timberlands may be better
suited for conservation, residential or recreational purposes rather than for long-term commercial timber
management. The timing of real estate sales is a function of many factors, including the availability of
government and not-for-profit funding, the general state of the economy, the plans of adjacent landowners, our
expectation of future price appreciation and the timing of harvesting activities. Furthermore, from time to time
we dispose of large non-strategic timberland holdings, which may result in material gains and losses from real
estate sales. As a result, our reported operating income and net income may be materially impacted by the timing
of our real estate sales.

Historically, our Real Estate Segment has reported significant operating profit percentages (ranging from
70% to 90% of revenues), and this trend is expected to continue in the futare. The high operating profit
percentages are primarily because a significant portion of our timberlands was acquired many years ago. Under
generally accepted accounting principles, the annual appreciation in our timberlands cannot be reflected in our
earnings until the year in which the properties are sold.

Furthermore, in connection with major timberland acquisitions we are generally not able to identify our
future real estate sales. This was the case in our October 6, 2001 merger with The Timber Company. Since the
merger is being accounted for as a reverse acquisition, the timberlands of Plum Creek were recorded at their fair
value. However, while our purchase price allocation and related appraisals reflect greater values for real estate
which may be sold in the future for uses which have a higher value than timber production, we are generally not
able to identify specific properties. Therefore, within each region, except for properties which we were able to
identify specifically, we allocated this higher value proportionately among all the acres acquired. In general,
specific properties cannot be identified in advance because their value is dependent upon numerous factors, most
of which are not known at the acquisition date, including current and future zoning restrictions, current and
future environmental restrictions, future changes in demographics, future changes in the economy, current and
future plans of adjacent landowners, and current and future funding of government and not-for-profit
conservation and recreation programs.

Management believes that current and future results of operations could be materially different under
different purchase price allocation assumptions, and it does not believe that it has the ability, with any level of
precision, to estimate which of our properties will someday sell for more than their underlying timber production
value.
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Depletion. Depletion, or costs attributed to timber harvested, is recorded as trees are harvested. Depletion
rates for each region are adjusted annually. Depletion rates are computed by dividing (A) the sum of (1) the
original cost of the timber less previously recorded depletion plus (2) estimated future silviculture costs that are
expected to be incurred over the next harvest cycle, by (B) the total timber volume that is estimated to be
harvested over the harvest cycle. The harvest cycle can be as short as 20 years in the South and as long as
90 years in the Rockies. The estimate of future silviculture costs is limited to the expenditures that are expected
to impact growth rates over the harvest cycle. The depletion rate calculations do not include an estimate for either
future reforestation costs associated with a stand’s final harvest or future volume in connection with the
replanting of a stand subsequent to its final harvest.

Significant estimates and judgements are required to determine both future silviculture costs and the volume
of timber available for harvest over the harvest cycle. Some of the factors impacting the estimates are changes in
weather patterns, inflation rates, the cost of fertilizers and chemicals, the cost of capital, the actual and estimated
increase in growth rates from fertilizer applications, the relative price of sawlogs and pulpwood, the actual and
expected real price appreciation of timber, the scientific advancement in seedling and growing technology, and
changes in harvest cycles.

The company has invested in technology that enables it to predict its current standing inventory of trees,
future growth rates, and the benefits of scientific advancements in connection with seedlings, planting techniques
and fertilizer applications. Therefore, while estimates with respect to depletion computations will be revised
annually, management does not expect the depletion rates will change materially from year to year.

Deferred Income Taxes. Plum Creek has elected to be taxed as a REIT under sections 856-860 of the
United States Internal Revenue Code commencing July 1, 1999. A REIT is generally not subject to corporate-
level tax if it satisfies certain requirements. On October 6, 2001, The Timber Company, consisting of a group of
corporate entities, merged with and into Plum Creek. As a consequence of the merger of a taxable entity into a
nontaxable entity, the deferred tax liabilities of The Timber Company are eliminated except for any expected
transactions that would be subject to built-in gains tax.

Plum Creek will generally be subject to corporate-level tax (built-in gains tax) to the extent it disposes of
certain property of The Timber Company that it acquired in the merger during a ten-year period following the
merger. The built-in gains tax only applies to gains from such asset sales to the extent the fair value of the
property exceeds its tax basis at the merger date. In accordance with Statement of Financial Accounting
Standards No. 109, “Accounting for Income Taxes,” a one-time tax benefit of approximately $216 million was
recorded by the company in the fourth quarter of 2001 as a result of the merger of The Timber Company into
Plum Creek. The benefit of approximately $216 million represents the elimination of a deferred tax liability
associated with temporary differences primarily related to timberlands that are not expected to be disposed of in a
transaction subject to built-in gains tax during a ten-year period following the merger.

Management estimated that approximately 5% of The Timber Company’s timberlands will be sold in a
taxable transaction over the next ten years. As a result, approximately $11 million of deferred taxes related to
timberlands were not eliminated during the fourth quarter of 2001. It is likely that actual timberland sales over
the ten-year built-in gain period will be greater than, or less than, 5%. An adjustment to earnings will be required
in the period in which it is determined that timberland sales subject to the built-in gains tax will be greater than,
or less than, 5%.

Long-Term Incentive Plans. Plum Creek has a Stock Incentive Plan that provides for the award of non-
qualified stock options, restricted stock, dividend equivalents and value management awards. See Note 11 of the
Notes to Financial Statements. Value management awards provide incentive compensation to participants over a
three-year period that is contingent upon performance measured against the performance of a peer group of forest
products companies. Value management awards are earned in whole or in part based on a sliding scale. No value
management award is earned if the company’s total stockholder return is below the 50t percentile of the peer group.
The full value management award is earned if the company’s total stockholder return is above the 75" percentile.
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Plum Creek recognizes compensation expense for value management awards based on the expected value of
the award upon vesting and accrues the expense over the vesting period. The actual expense cannot be
determined until the end of the three-year performance period. Furthermore, since the amount of the award, if
any, is based on Plum Creek’s relative performance compared to that of its peer group, it is possible to have
significant changes to the estimated award value during the performance period. Compensation expense related
to the value management awards is adjusted in the quarter in which there has been a material change in the
expected vested value of the awards. Therefore, it is possible that an adjustment to the value management award
expense may be material to the result of operations for the quarter and the year in which the estimated vested
benefit is revised.

Events and Trends Affecting Operating Results

Note: The market trends described below impacted both the businesses of The Timber Company and Plum
Creek during 2001.

Current Market Conditions

Northern Resources Segment.  Prices for sawtimber logs in our Northern Resources Segment decreased in
2001 by approximately 10% from 2000 levels. Declining prices for softwood sawtimber were partially offset by a
slight improvement in prices for hardwood sawtimber. Softwood sawtimber prices, which began to decline in late
2000, continued to weaken through 2001. The price decline was primarily due to an ample supply of logs,
reduced exports of log and lumber from the U.S. to foreign countries, principally Japan, and weak lumber prices
as a result of the slowing U.S. economy. Hardwood sawtimber markets improved slightly, despite weakness in
the economy, due to a tight supply of quality sawlogs.

Prices for pulpwood logs in our Northern Resource Segment declined by approximately 5% from 2000
levels. Pulpwood prices weakened due to the worldwide overcapacity of mills that make paper products and
weak pulp and paper prices. Furthermore, as a result of the continued strong U.S. dollar, foreign imports of paper
products into the U.S. have increased while exports of U.S. products have decreased.

Southern Resources Segment. Prices for sawtimber logs in our Southern Resources Segment decreased in
2001 by approximately 15% from 2000 levels. Softwood sawtimber prices, which began to soften in the second
half of 2000, continued to weaken through 2001. The price decline was primarily due to weak commodity prices
and production curtailments by lumber and plywood mills. Lumber prices declined due to the weak U.S.
economy and overcapacity in the North American lumber industry. In addition, production of treated southern
yellow pine (“SYP”) lumber, which consumed approximately 36% of lumber output in 2000, declined 22% in
2001, removing approximately 8% of the demand for SYP lumber. SYP Plywood mills reduced production and
experienced price erosion in 2001 due to increasing competition from Oriented Strand Board (“OSB”) producers
as well as general weakness in the economy.

Prices for pulpwood logs in our Southern Resources Segment decreased in 2001 by approximately 10%
from 2000 levels. Softwood pulpwood prices declined due to reduced demand from domestic and foreign pulp
and paper manufacturers, lower profitability of pulpwood log converters, and an increase in the available supply
of logs. Demand for softwood pulpwoed declined due to pulp and paper mill closures and curtailments as a result
of weak product markets. The profitability of pulpwood converters, which include pulp and paper manufacturers,
chip exporters, and OSB producers, declined as the global market for pulp softened and OSB production capacity
outpaced growth in demand. The supply. of softwood pulpwood logs increased due to continued dry weather for
much of the year, as well as a temporary influx of plantation thinning volume from private landowners associated
with a government subsidy program aimed at soil conservation. Hardwood pulpwood prices increased year over
year, partially offsetting the price decline in softwood pulpwood prices.

Manufactured Products Segment. Composite indices for commodity lumber in 2001 were down 3% from
2000 levels, primarily due to continued weakness in the U.S. economy during 2001, and persistent excess lumber
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capacity in North America. Lumber demand declined during 2001, despite the 2% increase in housing starts,
primarily due to the 4% decline in industrial production. North American lumber capacity continues to
substantially exceed lumber demand due to the new capacity installed during the prior decade. In addition, the
relative strength of the U.S. dollar and increased offshore lumber capacity weakened the trade balance for the
U.S. lumber industry. The preliminary findings by the International Trade Commission that resulted in tariffs on
Canadian lumber imported into the U.S. provided some support to lumber prices for much of 2001, effectively -
stemming further price deterioration.

Composite prices for commodity plywood in 2001 declined 2% from 2000 levels due to general weakness in
the U.S. economy, particularly in the industrial sector, and continued increases in competition from lower cost
OSB, which constrained plywood prices and displaced commodity plywood used in housing applications.
Composite prices for Medium Density Fiberboard (“MDF”) in 2001 remained flat compared to 2000 levels due
to continued world-wide MDF overcapacity and flat domestic consumption related to the weak U.S. economy
and the strong U.S. dollar. The strong U.S. dollar impacted MDF markets by making foreign producers more
competitive with U.S. producers in domestic and overseas markets, and by encouraging furniture manufacturers
who utilize MDF to source products and manufacturing in overseas locations and to target the U.S. consumer.

Harvest Plans

We determine our annual roundwood (sawlogs and pulpwood, including stumpage sales) harvesting plans
based on a number of factors. At the stand level, ranging in size from 10 to 200 acres, we consider the age, size,
density, health and economic maturity of the timber. A stand is a continuous block of trees of a similar age,
species mix and silvicultural regime. At the forest level, ranging in size from 105,000 to 770,000 acres, we
consider the long-term sustainability and environmental impact of certain levels of harvesting, a forest’s
progression from an unmanaged to a managed forest, and the level of demand for wood within the region. A
forest is a broad administrative unit, made up of a large number of stands.

Active forest management involves the conversion of a forest from an unmanaged to a managed state. An
unmanaged forest is made up largely of mature and over-mature stands of timber which are growing slowly, both
in terms of volume and value. In a managed forest, there exists a range of age classes, from recently planted
stands to economically mature stands. The conversion of a forest from an unmanaged to a managed state can take
from one to two forest generations, or rotations. Toward the end of the initial conversion process, a decline in the
inventory volume is normal as the harvest of mature and over-mature stands ends, and as the younger, faster
growing stands have yet to reach final harvest age.

Harvest levels in the Northern Resources Segment were 2.5 million tons during 2001 and 1.4 million tons in
2000, a 78% increase, due to the October 6, 2001 merger between Plum Creek and The Timber Company. Had
the merger between Plum Creek and The Timber Company occurred prior to 2001, estimated harvest levels in the
Northern Resources Segment would have approximated 5.3 million tons. Harvest levels in 2002 are expected to
increase 6% over the estimated combined harvest levels of 5.3 million tons for 2001, as softwood plantations in
the Pacific Northwest reach maturity and harvests remain level in the Northeast. In 2003 and 2004, we expect
harvest levels to remain relatively constant at 2002 levels.

Harvest levels in the Southern Resources Segment were 11.4 million tons during 2001 and 10.3 million tons
in 2000, an 11% increase, due to the October 6, 2001 merger between Plum Creek and The Timber Company.
Had the merger between Plum Creek and The Timber Company occurred prior to 2001, estimated harvest levels
in the Southern Resources Segment would have approximated 13.0 million tons. Harvest levels in 2002 are
expected to be comparable with the estimated combined harvest levels of 13.0 million tons for 2001. In 2003 and
2004, we expect harvest levels to remain relatively constant at 2002 levels.

Beyond 2004, our aggregate harvest levels will gradually increase as previously established plantations
mature and become available for harvest. Actual harvest levels may vary from planned levels due to log demand,
sales prices, the availability of timber from other sources, the level of real estate sales, the availability of legal
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access, abnormal weather conditions, fires and other factors that may be outside of our control. We believe that
our harvest plans are sufficiently flexible to permit modification in response to short-term fluctuations in the
markets for logs and lumber in order to minimize the variance to planned harvest levels.

U.S.—Canada Softwood Lumber Agreement.

The trade dispute between the United States and Canada continues to be a major source of uncertainty for
U.S. lumber markets. On March 31, 2001, the five-year lumber trade agreement between the U.S. and Canada
expired. The agreement was intended to limit the volume of lumber that was exported to the U.S. through the
assessment of a tariff on annual lumber exports in excess of certain levels from the four major lumber producing
Canadian provinces. Prior to this five-year agreement, Canadian lumber producers were aggressively increasing
their penetration into the U.S. market as a result of their lower wood fiber costs and favorable exchange rates.

Soon following expiration of the trade agreement, U.S. industry coalitions submitted anti-dumping and
countervailing duty petitions to the International Trade Commission and the U.S. Department of Commerce. It
was reported that on March 22, 2002, the Commerce Department rendered its determination in favor of the
industry coalitions and issued a 19.3% countervailing duty on Canadian lumber imports and an anti-dumping
duty on all non-investigated Canadian exporters averaging 9.7%. This rate represents the weighted average of the
anti-dumping rates imposed on the investigated Canadian exporters. It was also reported that the duties issued by
the Commerce Department may not be imposed until the International Trade Commission renders its final injury
determination, which is expected in May 2002. However, there is strong indication that the Canadian government
will appeal any adverse final decision to the World Trade Organization. That appeal process would likely extend
beyond 2002.

Because both the countervailing and the anti-dumping duties were preliminary decisions, Canadian
exporters have been able to post bonds securing their obligation to pay the duties. Therefore, the duties generally
did not produce the effect of significantly limiting Canadian lumber imports during much of 2001. At the same
time, Canadian lumber imports during 2001 did not increase dramatically from import levels prior to the
expiration of the trade agreement.

If the final decision by the International Trade Commission were to eliminate or significantly lower current
import tariffs on Canadian lumber before an agreement could be reached between the two countries, or if an
appeal to the World Trade Organization were determined adversely to U.S. interests, then an increase in the
supply of lumber to U.S. markets from Canadian sources would likely result. Other factors remaining unchanged,
such an increase would increase downward pressure on lumber and log prices.

Comparability of Financial Statement Periods.

We have pursued and expect to continue to pursue the acquisition of additional timberlands to increase our
inventories of timber. On October 6, 2001, we completed our merger with The Timber Company, which was
accounted for as a reverse acquisition. As a result, our ownership increased from approximately 3.2 million acres
to approximately 7.8 million acres. We may also sell timberlands and facilities, from time to time, if attractive
opportunities arise. Accordingly, the comparability of periods covered by the company’s financial statements is,
and in the future may be, affected by the impact of acquisitions and divestitures.
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Results of Operations

The following table compares operating income by segment for the years ended:

Operating Income by Segment

(In Millions)
December 31, December 30, January 1,

2001 2000 2000
NorthernResources .............covvnn... $ 30 $ 27 $ 59
Southern Resources ....................... 187 198 265
RealEstate . ............. ... .. .. 59 85 408
Manufactured Products . ................... 1 — —
Other ........ . i ., 8 8 6
Total Segment Operating Income ............ 285 318 738
Other Costs & Eliminations ................ (35 (15) (15)
Operating Income .. .......coeeeennnnn.. $250 $303 $723

2001 Compared to 2000

Northern Resources Segment. Revenues increased by $25 million, or 32%, to $104 million in 2001.
Excluding revenues associated with the October 6, 2001 merger with Plum Creek, revenues decreased by
$8 million, or 10%, to $71 million. This decrease of $8 million was primarily due to lower softwood sawlog
prices. Softwood sawlog prices decreased by 15% primarily due to weak lumber and plywood prices and an
abundant supply of logs. Product prices decreased primarily due to the slowing U.S. economy and excess lumber
and plywood capacity. There was an abundant supply of logs primarily due to numerous lumber and plywood
mill closures as a result of weak product prices.

Excluding the impact of the October 6, 2001 merger, Northern Resources Segment operating income was
31% of its revenues for 2001 and 35% for 2000. This decline was primarily due to lower softwood sawlog prices.
Northern Resources Segment costs and expenses increased by $22 million, or 42%, to $74 million in 2001.
Excluding costs and expenses associated with the October 6, 2001 merger, costs and expenses decreased by
$3 miltion, or 6%, to $49 million. This decrease of $3 million was primarily due to the change in accounting
method for silviculture costs. Beginning in 2001, silviculture costs were capitalized while they were expensed in
2000.

Southern Resources Segment. Revenues increased by $16 million, or 5%, to $319 million in 2001.
Excluding revenues associated with the October 6, 2001 merger, revenues were stable at $303 million for both
2001 and 2000. However, despite stable revenues, revenues decreased by $38 miltion due to lower log prices,
offset in part by higher revenues of $18 million as a result of a higher percentage of delivered log sales and
$15 million due to higher harvest levels. Softwood sawlog prices decreased by 14% primarily due to weak
lumber and plywood prices and an abundant supply of logs. Product prices decreased primarily due to the
slowing U.S. economy and excess lumber and plywood capacity. There was an abundant supply of logs primarily
due to numerous lumber and plywood mill closures as a result of weak product prices. Revenues increased by

. $18 million due to a greater percentage of delivered log sales compared to sales of standing timber. Under a
delivered log sale agreement, the seller is responsible for log and haul costs whereas the buyer incurs these costs
when standing timber is sold. While revenues are higher when the seller is responsibie for the logging and
hauling of timber, costs of sales generally increase by a similar amount. Harvest levels increased by 4% in 2001
compared to 2000. See “Harvest Plans” section under this Item for management’s expectation of 2002’s harvest
levels.

Excluding the impact of the October 6, 2001 merger, Southern Resources Segment operating income was
60% of its revenues for 2001 and 65% for 2000. This decline was primarily due to lower softwood sawlog prices.
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Southern Resources Segment costs and expenses increased by $27 million, or 26%, to $132 million in 2001,
Excluding costs and expenses associated with the October 6, 2001 merger, costs and expenses increased by

$18 million, or 17%, to $123 million. This increase of $18 million was primarily due to an increase in log and
haul costs and higher depletion expense, offset in part by lower operating expenses. Log and haul costs increased
by $18 million primarily due to a higher percentage of delivered log sales compared to sales of standing timber.
Depletion expense increased by $12 million primarily due to a refinement in the amount of future silviculture
costs that are expected to be incurred to generate expected growth rates. Operating expenses decreased by

$11 million primarily due to the change in accounting method for silviculture costs. Beginning in 2001,
silviculture costs were capitalized while they were expensed in 2000.

Real Estate Segment. Revenues decreased by $23 million, or 22%, to $80 million in 2001. Excluding
revenues associated with the October 6, 2001 merger, revenues decreased by $29 million, or 28%, to $74 million.
This decrease of $29 million is primarily due to the timing of real estate sales. As a major landowner,
approximately 5% of the company’s timberlands may be better suited for conservation, residential or recreational
purposes rather than for long-term commercial timber management. The timing of real estate sales is a function
of many factors, including the availability of government and not-for-profit funding, the general state of the
economy, the plans of adjacent landowners, the company’s expectation of future price appreciation and the
timing of harvesting activities. :

Excluding the impact of the October 6, 2001 merger, Real Estate Segment operating income was 80% of its
revenues for 2001 and 83% for 2000. Real Estate Segment costs and expenses increased by $3 million, or 17%,
to $21 million in 2001. Excluding costs and expenses associated with the October 6, 2001 merger, costs and
expenses decreased by $3 million, or 17%, to $15 million.

Manufactured Products Segment. Prior to the October 6, 2001 merger, the financial statements represent
those of The Timber Company which did not have any manufacturing operations. For the period October 6, 2001
to December 31, 2001 Manufactured Products Segment revenues were $86 million, expenses were $85 million
and operating income was $1 million.

Other Segment. Revenues increased by $1 million, or 13%, to $9 million in 2001. Expenses were
$1 million during 2001 but were less than $1 million during 2000.

Other Costs and Eliminations. Other Costs and Eliminations (which consists of corporate overhead and
intercompany profit elimination) decreased operating income by $35 million in 2001, compared to a decrease of
$15 million in 2000. This change of $20 million was primarily due to $9 million of intercompany profit
elimination, $6 million of merger-related severance costs and higher corporate expenses due to the increase in
size of the company. At December 31, 2001, the deferred profit on intercompany log sales was $9 million. Profit
on intercompany log sales is deferred until the lumber and plywood manufacturing facilities convert existing log
inventories into finished products and sell them to third parties. Prior to the October 6, 2001 merger, The Timber
Company did not have any deferred profit on log sales. '

Interest Expense. Net interest expense increased by $10 million, or 23%, to $54 million for 2001. This
increase was primarily due to the $837 million of Plum Creek’s debt that was acquired in connection with the
October 6, 2001 merger.

2000 Compared to 1999

Northern Resources Segment. Revenues decreased by $59 million, or 43%, to $79 million in 2000.
Excluding revenues associated with The Timber Company’s operations of its 440,000 acres of timberlands in
Maine, its 390,000 acres of timberlands in Canada and its 194,000 acres of timberlands in California, all of which
were sold during 1999, revenues increased by $6 million, or 8%, to $79 million.

Excluding the impact of the operating income associated with the Maine, Canada and California timberlands
that were sold during 1999, Northern Resources Segment operating income was 35% of its revenues for 2000 and
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36% for 1999. Northern Resources Segment costs and expenses decreased by $27 million, or 34%, to $52 million
in 2000. Excluding costs and expenses associated with The Timber Company’s operations of its 440,000 acres of
timberlands in Maine, its 390,000 acres of timberlands in Canada and its 194,000 acres of timberlands in
California, all of which were sold during 1999, costs and expenses increased by $6 million, or 13%, to

$52 million.

Southern Resources Segment. Revenues decreased by $69 million, or 19%, to $303 million in 2000. This
decrease of $69 million was primarily due to a 21% decline in harvest volume and a 3% decline in log prices,
offset in part by a higher percentage of delivered log sales. The decline in harvest volume was due to the near
completion of the accelerated conversion process and reduced purchases from Georgia-Pacific. During the early
to mid 1990’s, The Timber Company increased its harvest levels in order to accelerate the conversion of its
mature natural stands to more productive, faster growing plantations. By 2000, this conversion process was
nearly completed, and as a result, harvest levels were reduced. Additionally, during 2000 Georgia-Pacific elected
to reduce its timber purchases from The Timber Company due to weak lumber and plywood prices. Revenues
increased by $8 million due to a greater percentage of delivered log sales compared to sales of standing timber.
Under a delivered log sale agreement, the seller is responsible for log and haul costs whereas the buyer incurs
these costs when standing timber is sold. While revenues are higher when the seller is responsible for the logging
and hauling of timber, costs of sales generally increase by a similar amount.

Southern Resources Segment operating income was 65% of its revenues for 2000 and 72% for 1999. This
decline was primarily due to lower log prices and higher operating expenses. Southern Resources Segment costs
and expenses decreased by $2 million, or 2%, to $105 million in 2000. This decrease of $2 million was primarily
due to lower depletion expense as a result of reduced harvest levels, offset in part by higher log and haul costs
and higher operating expenses. Log and haul costs increased by $8 million primarily due to a higher percentage
of delivered log sales compared to sales of standing timber. Operating costs increased by $4 million primarily
due to higher silviculture expenses as a result of increased fertilization costs for 3 to 5 year old tree stands due to
accelerated harvest levels in the early to mid 1990’s. Prior to 2001, The Timber Company expensed silviculture
costs.

Real Estate Segment. Revenues decreased by $409 million, or 80%, to $103 million in 2000. Excluding
revenues associated with the 1999 sale of 440,000 acres of timberlands in Maine, 390,000 acres of timberlands in
Canada and its 194,000 acres of timberlands in California, revenues increased by $33 million, or 47%, to
$103 million. This increase of $33 million is primarily due to the timing of real estate sales. As a major
landowner, approximately 5% of the company’s timberlands may be better suited for conservation, residential or
recreational purposes rather than for long-term commercial timber management. The timing of real estate sales is
a function of many factors, including the availability of government and not-for-profit funding, the general state
of the economy, the plans of adjacent landowners, the company’s expectation of future price appreciation and the
timing of harvesting activities.

Excluding the impact of the 1999 bulk timberland sales in Maine, Canada and California, Real Estate
Segment operating income was 83% of its revenues for 2000 and 80% for 1999. Real Estate Segment costs and
expenses decreased by $86 million, or 83%, to $18 million in 2000. Excluding costs and expenses associated
with the 1999 bulk timberland sales in Maine, Canada and California, costs and expenses increased by
$1 million, or 6%, to $18 million.

Other Segment. Revenues increased by $2 million, or 33%, to $8 million in 2000. Expenses were less than
$1 million during both 2000 and 1999.

Other Costs and Eliminations. Other Costs and Eliminations (which consists of corporate overhead) -
decreased operating income by $15 million in both 2000 and 1999.

Interest Expense. Net interest expense decreased by $25 million, or 36%, to $44 million for 2000. This
decrease was primarily due to interest income on the $397 million installment note receivable from the sale of the
California timberlands in late 1999.
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Financial Condition and Liquidity

Net cash provided by operating activities totaled $223 million in 2001, $593 million in 2000 and
$316 million in 1999, Excluding proceeds of $342 million from the monetization in 2000 of the installment note
receivable related to the 1999 sale of 390,000 acres of timberlands in California, net cash provided by operating
activity decreased by $28 million, or 11%, to $223 million in 2001, compared to $251 million in 2000. The
decrease of $28 million is primarily due to lower higher and better use real estate sales (sales were $80 million
during 2001 compared to $103 million in 2000).

Net cash provided by operating activity increased by $277 million, or 88%, to $593 million for 2000
compared to $316 million for 1999. Excluding from 2000 the proceeds of $342 million from the monetization of
the installment note receivable related to the sale of 390,000 acres of timberlands in California, and excluding
from 1999 the proceeds of $92 million from the sale of 440,000 acres of timberlands in Maine and 390,000 acres
of timberlands in Canada, net cash provided by operating activity increased by $27 million, or 12%, to
$251 million in 2000, compared to $224 million in 1999. The increase of $27 million is primarily due to greater
higher and better use real estate sales (sales were $103 million during 2000 compared to $70 million during
1999).

On October 6, 2001, we consummated the merger of The Timber Company and Plum Creek. In connection
with the merger Plum Creek issued approximately 112.7 million shares and assumed 3.8 million stock options,
and replaced the approximate $650 million of Georgia-Pacific debt that was allocated to The Timber Company
with third party debt. The $650 million of debt was replaced with $500 million of fixed rate debt and
$150 million of variable rate debt.

The terms of our new debt and line of credit established in connection with the merger are as follows:

Fixed Rate Debt:
Interest
Principal Amount Rate Maturity Date
$55mIllion ... 6.96%  Oct. 1, 2006
S75million ... 725%  QOct. 1,2008
$295million ... 7.66%  Oct. 1,2011
$75 million ...... N 7.76%  Oct. 1,2013
Variable Rate Debt:

The variable rate debt consists of $700 million of bank credit facilities comprised of:

(1) Term facility of $100 million, maturing on September 30, 2002, with interest rate based on LIBOR plus
1.5% (or 3.5% at December 31, 2001).

(2) Revolving line of credit available up to $600 million for general corporate purposes, maturing on
September 30, 2005, with interest rate based on LIBOR plus 1.5% which includes facility fees (or 3.6%
at December 31, 2001).

Interest rates for both the $100 million term facility and the $600 million revolving line are based on a series
of borrowings with maturities that can range from one week to six months. Therefore, despite both facilities
having interest rates based on LIBOR plus 1.5%, effective interest rates at December 31, 2001 were slightly
different. At December 31, 2001, we had approximately $231 million available under our line of credit. On
January 3, 2002 we repaid $197 million of borrowings under the line of credit.
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At December 31, 2001, the aggregate maturity dates of our long-term obligations consisted of the following
(in millions):

Note Line of Capital Operating

Agreements Credit Leases Leases
2002 .. $ 34 $1 $ 3
2003 . e 33 1 2
2004 .. 33 1 1
2005 ... 32 $469 1 1
2006 ... e 161 1 1
Thereafter ........................... 919 15 —
Total ....... ... . e $1,212 $469 $20 $ 8

|

Our borrowing agreements contain various restrictive covenants, including limitations on harvest levels,
sales of assets, the incurrence of indebtedness and payment of cash dividends. Our borrowing agreements restrict
dividends to stockholders based on available cash, which is generally our net income after adjusting for non-cash
charges (such as depreciation and depletion), changes in various reserves and capital expenditures and principal
payments on indebtedness that are not financed. In addition, our new line of credit requires that we maintain an
interest coverage ratio and maximum leverage ratio. We were in compliance with all of our borrowing agreement
covenants as of December 31, 2001. If market conditions experienced during 2001 were to persist for an
extended period of time, our debt agreements would restrict our ability to maintain our current dividend level.

Cash required to meet our financial needs will be significant. We believe, however, that cash on hand and
cash flows from continuing operations will be sufficient to fund planned capital expenditures, and interest and
principal payments on our indebtedness for the next year.

Plum Creek paid a dividend of $0.57 per share on November 30, 2001 and December 28, 2001. The
December 28, 2001 dividend represents the acceleration of our fourth quarter 2001 dividend that normally would
have been paid in February 2002. The February 2002 dividend was accelerated as a result of our merger with The
Timber Company and the REIT requirement under the Internal Revenue Code that all earnings and profits
inherited in connection with a merger must be distributed by January 315t of the year following the merger.
Future dividends will be determined by our board of directors, in its sole discretion, based on consideration of a
number of factors including, but not limited to, our results of operations, cash flow and capital requirements,
economic conditions, tax considerations, debt covenant restrictions that may impose limitations on the
company’s ability to make cash payments, borrowing capacity, changes in the price and demand for Plum
Creek’s products and the general market for timberlands and those timberland properties that have higher and
better uses. Other factors that our board of directors might consider inciude the appropriate timing of timber
harvests, acquisition and divestiture opportunities, stock repurchases, debt repayment and other means by which
the company could deliver value to its stockholders.

Capital expenditures for 2001 were $59 million, $135 million for 2000 and $113 million for 1999. Capital
expenditures for 2001 include amounts for The Timber Company through October 6, 2001 and for the merged
entity for the remainder of the year. Capital expenditure amounts are net of proceeds returned from like-kind
exchange trusts that were not reinvested within the 180 day required period. During 2001 proceeds of $51 million
were returned from like-kind exchange trusts. Excluding these returns, 2001 capital expenditures were
$110 million and included $57 million for reforestation and other expenditures associated with the planting and
growing of trees, $40 million for the purchase of timberlands, and $12 million for investments in our
manufacturing facilities. During 2001 we changed our accounting method to capitalize certain timber
reforestation costs that were previously expensed. This accounting method change increased the amount of
reforestation and other expenditures associated with the planting and growing of trees that were capitalized in
2001 by $18 million.
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Planned capital expenditures for 2002 are expected to be approximately $100 million and include
approximately $80 million for our timberlands, $15 million for the development of our coalbed methane and
$5 million for our manufacturing facilities. The timberland expenditures are primarily for reforestation and other
expenditures associated with the planting and growing of trees.

Other Information

In October 2001, the Financial Accounting Standards Board issued Statement of Financial Accounting
Standards (“SFAS”) No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets,” which is
effective for fiscal years beginning after December 15, 2001. This statement supersedes SFAS No. 121,
“Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to Be Disposed Of” and
replaces the provisions of APB Opinion No. 30, “Reporting the Results of Operations—Reporting the Effects of
Disposal of Segments of a Business, and Extraordinary, Unusual and Infrequently Occurring Events and
Transactions,” for the disposal of segments of a business. SFAS No. 144 retains the fundamental provisions of
SFAS No. 121 for the recognition and measurement of the impairment of long-lived assets to be held and used
and the measurement of long-lived assets 1o be disposed of by sale. Under SFAS No. 144, long-lived assets are
measured at the lower of carrying amount or fair value less cost to sell. Adoption of this standard is not expected
to have a material impact on the company’s financial position, results of operations or cash flow.

In June 2001, the Financial Accounting Standards Board issued SFAS No. 143, “Accounting for Asset
Retirement Obligations,” which is effective for fiscal years beginning after June 15, 2002. The statement
provides accounting and reporting standards for recognizing obligations related to asset retirement costs
associated with the retirement of tangible long-lived assets. Under this statement, legal obligations associated
with the retirement of long-lived assets are to be recognized at their fair value in the period in which they are
incurred if a reasonable estimate of fair value can be made. The fair value of the asset retirement costs is
capitalized as part of the carrying amount of the long-lived asset and expensed using a systematic and rational
method over the assets’ useful life. Any subsequent changes to the fair value of the liability will be expensed.
Management is currently assessing the impact of this statement on our results of operations, financial position
and cash flows.

In July 2001, the Financial Accounting Standards Board issued SFAS No. 142, “Goodwill and Other
Intangibie Assets.” SFAS No. 142 addresses financial accounting and reporting for acquired goodwill and other
intangible assets. The provisions of SFAS No. 142 shall be applied in fiscal years beginning after December 15,
2001, except that certain provisions of SFAS No. 142 shall be applied to goodwill and other acquired intangible
assets for which the acquisition date is after June 30, 2001. The Company has adopted the provisions of SFAS
No. 142 in connection with the merger discussed in Note 2 of the Notes to Financial Statements.

In July 2001, the Financial Accounting Standards Board issued SFAS No. 141, “Business Combinations.”
SFAS No. 141 addresses financial accounting and reporting for business combinations. SFAS No. 141 is
effective for all business combinations initiated after June 30, 2001 and is effective for all business combinations
accounted for by the purchase method for which the date of acquisition is July 1, 2001, or later. The Company
has adopted the provisions of SFAS No. 141 in connection with the merger discussed in Note 2 of the Notes to
Financial Statements.
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SELECTED FINANCIAL DATA

On December 16, 1997, shareholders of Georgia-Pacific Corporation (“Georgia-Pacific”’) approved the
creation of two classes of common stock intended to reflect separately the performance of Georgia-Pacific’s
manufacturing (“Georgia-Pacific Group”) and timber businesses (“The Timber Company”). The Timber
Company represented the separate group of businesses whose results have been tracked by Georgia-Pacific’s
Timber Company stock (“Timber Company Stock”) and was engaged primarily in the growing and selling of
timber on the approximately 4.7 million acres of timberlands that Georgia-Pacific owned or leased.

On October 5, 2001, Georgia-Pacific redeemed all of the outstanding shares of Timber Company Stock, or
82.3 million shares. In connection with the redemption, each outstanding share of Timber Company Stock was
exchanged for one unit, or a “Unit,” that represented one outstanding share of common stock of each of the
former subsidiaries (“Subsidiaries”) of Georgia-Pacific which collectively held all of the assets and liabilities
attributed to The Timber Company. On October 6, 2001, holders of the Units received 1.37 shares of Plum Creek
common stock for each Unit, totaling 112.7 million shares. Therefore, 112.7 million shares have been applied
retroactively in computing basic earnings per share for all periods prior to the merger. Dilutive earnings per share
include the dilutive effect of 3.8 million outstanding options using the treasury stock method at the converted
exercise prices ranging from $15.29 to $18.34 per share.

The Timber Company merger is being accounted for as a “reverse acquisition,” with The Timber Company
being treated as the acquirer for accounting and financial reporting purposes. As a consequence, the historical
financial statements of The Timber Company became the financial statements of Plum Creek effective as of
October 6, 2001. The financial data for the year ended December 31, 2001 includes the operating results of The
Timber Company up until the date of the merger and the operating results of the merged company for the
remainder of the year. The financial data for the prior years reflects only the data of The Timber Company.

For the fiscal year: 2001(8) 2000 1999(B) 1998(C) 1997(D)
(In millions, except per Share):
Revenues (B) ... $ 598 $ 493 $1,028 $ 605 $ 838
Operating Income .................. ... .. ..... 250 303 723 370 437
Net Interest Expense .. ...t 54 44 69 71 84
Income before Income Taxes .................... 196 259 654 299 353
(Provision)/Benefit for Income Taxes ............. 142 97) (256) (117 (138)
Income before Extraordinary Items ............... 338 162 398 182 215
NetIncome ...........oiiiiiininnnnnna 338 162 398 180 215
Non-Cash Items
Depreciation, Depletion,; and Amortization . . . .. 55 27 41 45 48
BasisinLands Sold ....................... 18 17 101 22 159
Balance Sheet Items
Total ASSEts ... oot 4,122 1,619 1,521 1,173 1,171
Total Debt, including Capital Leases .......... 1,701 1,009 970 983 971
Earnings per Share before Extraordinary Items
Basic ... . $ 2.61 $ 1.44 $ 3.53 $ l.61 $1.91
Diluted .......... ... .. .. $ 2.58 $ 1.42 $ 3.49 $ 1.60 $1.89
Dividend Declared per Share (F) ................. $1.14
Harvest Volume (milliontons) ................... 13.9 11.7 14.9 14.6 15.16

(A) During 2001 the company changed its accounting policy for reforestation costs. See Note 1 of the Notes to
Financial Statements.
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During 1999 approximately 1,024,000 acres of timberlands were sold in three separate transactions. These
transactions included 390,000 acres of timberlands in the Canadian province of New Brunswick,

440,000 acres of timberlands in Maine, and 194,000 acres of timberlands in California. These sales totaled
$442 million and resulted in a $355 million pre-tax gain ($215 million after-tax gain).

During 1998 approximately 61,000 acres of timberlands in West Virginia were sold for approximately
$26 million. Pre-tax gain on this sale was $24 million ($14 million after-tax gain).

During 1997 approximately 127,000 acres of timberlands in California were sold for $270 million. Pre-tax
gain on this sale was $114 million (371 million after-tax gain).

Revenues have been restated to include proceeds from real estate sales. This reclassification had no impact
on net income.

Since The Timber Company was not a separate legal entity but rather an operating division of Georgia-
Pacific, The Timber Company common stock, the only equity issued with respect to The Timber Company,
represented a class of Georgia-Pacific’s common stock. The Timber Company common stock paid a
quarterly dividend of $0.25 per share. Subsequent to the October 6, 2001 merger, Plum Creek paid a
dividend of $0.57 per share on November 30, 2001 and December 28, 2001. The December 28, 2001
dividend represents the acceleration of our fourth quarter 2001 dividend that normally would have been paid
in February 2002. See Note 5 of the Notes to Financial Statements.
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FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

PLUM CREEK TIMBER COMPANY, INC.
CONSOLIDATED STATEMENT OF INCOME

Twelve Months Ended
December 31, December 30, January 1,
2001 2000 2000
(In Millions, Except Per Share)
Revenues:
TImMDEr . . o $ 423 $ 382 $ 510
Real Bstate . ... .o vt i e e 80 103 512
Manufacturing ... ...ttt e 86 — —
Other ... 9 8 6
Total Revenues ..o i e 598 493 1,028
Costs and Expenses:
Cost of Goods Sold:
TImbEr .. e 188 134 158
Real Estate . ... i e e e et 20 18 104
Manufacturing ... 83 — —
Other ... . e 1 — —
Total Costof Goods Sold . .............. ... ... ... 292 152 262
Selling, General and Administrative ... ..........c..oiiinenn ... 56 38 43
Total Costs and Expenses .......................... 348 190 305
OperatingIncome . .......... . it 250 303 723
Interest EXpense . ... ... ... e 54 44 69
Income before Income Taxes ......... ... ..o iiininain.. 196 259 654
(Provision) Benefit for Income Taxes .. ............ .. .cvviiirn... 142 7 (256)
NetINCOME . ..ottt e e e $ 338 $ 162 $ 398
Net Income per Share—Basic ...........ovvvivvrrninneinnnnnn.. $ 2.61 $ 1.44 $ 3.53
Net Income per Share—Diluted ............... ... ... ... ... $ 2.58 $ 142 $ 3.49
Weighted average number of Shares outstanding—Basic ............. 129.5 112.7 1127
Weighted average number of Shares outstanding—Diluted . ........... 130.7 113.9 113.9

See accompanying Notes to Consolidated Financial Statements
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PLUM CREEK TIMBER COMPANY, INC.
CONSOLIDATED BALANCE SHEET

December 31, December 30,
2001 2000

(In Millions, except share data)

ASSETS
Current Assets:
Cash and Cash Equivalents ........................... e $ 193 $ —
Accounts Receivable . ......... ... ... 35 1
Notes Receivable ....... ... i i 1 12
Inventories . .........ouiiu i e e 52 2
Investmentin Grantor Trust . .. ... ... . 12 —
Other Current Assets ........... ... 13 _
: 306 26
Timber and Timberlands—Net .. ... ... ... . i i i i 3,480 1,222
Property, Plant and Equipment—Net ............ . ... i 316 16
Note Receivable . ... o — 352
Other Assets ....... PSP 20 3
TOtAL ASSES ... v ve vttt ettt e $4,122 $1,619
LIABILITIES
Current Liabilities:
Current Portion of Long-Term Debt .............. ... ... ... ... ...... $ 34 § —
Accounts Payable . . ... ... 27 5
Interest Payable .. ....... ... i 21 13
“WagesPayable ........... ...l e ) 21 6
Taxes Payable .«....... ... . i e 9 =
Liabilities Associated with Grantor Trast . ........... ... ... ... ... ... 11 —
Timber Contracts and Other Deferred Gains ........................... 14 18
Other Current Liabilities ........... ... .. . i i, 12 6
_ ' 149 48
Long-Term Debt .. ... ... 1,178 990
Line of Credit ... ..ot e 469 —
Deferred Tax Liability.. .. ... e 38 406
Capital Leases .. ...t e 20 19
Other Liabilities .. ... ot 21 11
Total Liabilities ......... ... i e 1,875 1,474
Commitments and Contingencies
STOCKHOLDERS’ EQUITY
Preferred stock, $0.01 par value, authorized shares—75 million, outstanding—

370) 0T Y e — —
Common stock, $0.01 par value, authorized shares—300 million, outstanding—

183,825407 ....... ...t e e 2 —
Additional Paid-In Capital . ....... ... i 2,227 —
Retained Earnings ... .... ..ot e 17 —
Other Equity /Parent’s EQUIty . . ... ..ottt e 1 145

Total Stockholders’ Equity / Parent’s Equity .................... ... ... 2,247 145
Total Liabilities and Stockholders’ Equity / Parent’s Equity .............. $4,122 $1,619

" See accompanying Notes to Consolidated Financial Statements
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PLUM CREEK TIMBER COMPANY, INC.
CONSOLIDATED STATEMENT OF CASH FLOWS

Twelve Months Ended
December 31, December 30, January 1,
2001 2000 2000
(In Millions)

Cash Flows From Operating Activities:
NetINCOME ...\ttt e e e aaas $ 338 $ 162 $ 398
Adjustments to Reconcile Net Income to

Net Cash Provided By Operating Activities:

Depreciation, Depletion and Amortization . .................. 55 27 41
Basisof Real Estate Sold ............. . ... . ... ... .. 18 17 101
Deferred Income Taxes ..., (198) 29 131
Working Capital Change, net of effect of business acquisition . . . ) 16 (5
Note Receivable from Timberland Sale ..................... — — (350)
Monetization of Note Receivable . ......................... — 342 —
Other . ... 14 — —
Net Cash Provided By Operating Activities ...................... 223 593 316
Cash Flows From Investing Activities:
Additions to Properties Including Tax-Free Exchanges . ........ (59) (135) (113)
Merger CostS . . oottt i s 29) €Y) —_
Cash Received in Conjunction with Acquisition .............. 159 —
Net Cash Provided By (Used In) Investing Activities .............. 71 (139) (113)
Cash Flows From Financing Activities:
Cash Distributions . ......... . ittt (209) — —
Cash to Georgia-Pacific Corporation (“G-P”) to Repurchase .

Shares . ... ..t — (78) (131)
CashDividendtoG-P....... ... ... ... i i e, (175) (80) (84)
Borrowings of Long-term Debt and Line of Credit ............ 1,035 — —
Repayments of Long-term Debt and Line of Credit . ........... (829) 310) (13)
Proceeds from Stock Option Exercises ..................... 32
Capital Contribution from G-P .......... ... .. ... ... ... 60
Other .. e (15)

Net Cash Provided By (Used In) Financing Activities ............. (101)
Increase In Cash and Cash Equivalents ......................... 193

Cash and Cash Equivalents:
Beginning of Period ........ .. ... ... . ... i —

End of Period . ... . $ 193

Supplementary Cash Flow Information
Cash paid during the year for:

2

P & =
£l =
~

N
e o

Interest—INet . ..o\ttt $ 31 72 69

Income Taxes—INet . ...t 56 67 125
Cash Received in Connection with Acquisition:

Fair Value of Assets Acquired ..................c.cuvn... $ 2,659

Liabilities Assumed ........... ... .. .. i 970

StockIssued ........... .. e (1,848)

Cash Acquired ..............oiiiiiiiii i ieiiiiinns 5 159

See accompanying Notes to Consolidated Financial Statements
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PLUM CREEK TIMBER COMPANY, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1. Accounting Policies

General. Plum Creek Timber Company, Inc. (“Plum Creek” or the “company”), a Delaware Corporation,
is a real estate investment trust, or REIT, for federal income tax purposes. At December 31, 2001, the company
owned and managed approximately 7.8 million acres of timberlands in the Northwest, Southern and Northeast
United States, and owned and operated ten wood product conversion facilities in the Northwest United States.
We estimate that included in the 7.8 million acres is 400,000 acres of land which may be better suited for
conservation, residential or recreational purposes rather than for long-term commercial timber management.

On December 16, 1997, shareholders of Georgia-Pacific Corporation (“Georgia-Pacific”) approved the
creation of two classes of common stock (“The Letter Stock Recapitalization”) intended to reflect separately the
performance of Georgia-Pacific’s manufacturing (“Georgia-Pacific Group™) and timber businesses (“The Timber
Company”). The Timber Company represented the separate group of businesses whose results were tracked by
Georgia-Pacific’s Timber Company stock (“Timber Company Stock™) and was engaged primarily in the growing
and selling of timber on the approximately 4.7 million acres of timberlands that Georgia-Pacific owned or leased.

On October 5, 2001, Georgia-Pacific redeemed all of the outstanding shares of Timber Company Stock, or
82.3 million shares. In connection with the redemption, each outstanding share of Timber Company Stock was
exchanged for one unit, or a “Unit,” that represented one outstanding share of common stock of each of the
former subsidiaries of Georgia-Pacific which collectively held all of the assets and liabilities attributed to The
Timber Company. On October 6, 2001, The Timber Company merged with and into Plum Creek, with Plum
Creek as the surviving company (“The Timber Company Merger.”) As a part of the merger, The Timber
Company shareholders received 1.37 shares of Plum Creek’s common stock for each Unit, or approximately
112.7 million shares.

The Timber Company Merger is being accounted for as a reverse acquisition, with The Timber Company
being treated as the acquirer for accounting and financial reporting purposes. As a consequence, even though The
Timber Company ceased to exist for legal purposes, the historical financial statements of The Timber Company
have become the financial statements of Plum Creek effective as of the consummation date of the merger.
Therefore, the statement of income for the year ended December 31, 2001 includes the operating results of The
Timber Company through October 5, 2001 and the operating results of the consolidated company from the date
of the merger. The statements of income for the years ended December 31, 2000 and January 1, 2000 reflect only
the operating results of The Timber Company. Because the merger is being accounted for as a reverse
acquisition, in general when we refer to “Plum Creek™ we are referring to Plum Creek Timber Company, Inc.
after giving effect to the merger and when we refer to “The Timber Company” we are referring to the historic
operations of The Timber Company prior to the merger. See Note 2 of the Notes to Financial Statements.

Basis of Presentation. The consolidated financial statements of the company include the accounts of Plum
Creek Timber Company, Inc. and its subsidiaries. All significant intercompany transactions have been eliminated
in consolidation. All transactions are denominated in United States dollars.

The financial statements of The Timber Company were prepared on a basis that Georgia-Pacific’s
management believed was reasonable and appropriate and include (i) the historical balance sheets, results of
operations and cash flows for The Timber Company, with all significant intercompany transactions and balances
eliminated; and (ii) assets and liabilities of Georgia-Pacific and related transactions identified with The Timber
Company, including allocated portions of Georgia-Pacific’s debt and general and administrative expenses.

The Timber Company’s combined financial statements reflect the application of the management and

allocation policies adopted by the Board of Directors of Georgia-Pacific to various corporate activities, as
described below.

27




PLUM CREEK TIMBER COMPANY, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

At June 30, 1997, $1.0 billion of Georgia-Pacific’s total debt was allocated to The Timber Company for
financial statement purposes. Georgia-Pacific’s debt was allocated to The Timber Company based upon a number
of factors including expected future cash flows, volatility of earnings, and the ability to pay debt service. In
addition, Georgia-Pacific considered certain measures of creditworthiness, such as coverage ratios and various
tests of liquidity, as a means of ensuring that each group could continue to pay debt service during a business
downcycle. The Timber Company’s debt increased or decreased by the amount of any net cash generated by, or
required to fund, its operating activities, investing activities, and financing activities. Georgia-Pacific’s
management believed that such allocation was equitable and reasonable.

Interest was charged to The Timber Company in proportion to the respective amount of its debt at a rate
equal to the weighted-average interest rate of Georgia-Pacific’s debt calculated on a quarterly basis. Georgia-
Pacific’s management believed that this method of allocating the cost of debt was equitable and provided a
reasonable estimate of the cost attributable to the two business groups. Changes to the cost of Georgia-Pacific’s
debt were reflected in adjustments to the weighted average interest cost of such debt.

A portion of Georgia-Pacific’s shared general and administrative expenses (such as executive management,
human resources, legal, accounting and auditing, tax, treasury, strategic planning and information systems
support) were allocated to The Timber Company based upon identification of such services specifically used by
The Timber Company. Where determinations based on a specific usage alone have been impracticable, other
methods and criteria were used that Georgia-Pacific’s management believed were equitable and provided a
reasonable estimate of the cost attributable to The Timber Company. These methods consisted of allocation cost
based on (i) number of employees of each group, (ii) percentage of office space and (iii) estimated percentage of
staff time utilized. The total of these allocations were $2 million for 2001 through the date of the merger,
$3 million for 2000 and $3 million for 1999, It is not practicable to provide a detailed estimate of the expense
that would have been recognized if The Timber Company had been a separate legal entity.

A portion of Georgia-Pacific’s employee benefit costs, including pension and postretirement health care and
life insurance benefits, was allocated to The Timber Company. The Timber Company’s pension cost related to its
participation in Georgia-Pacific’s noncontributory defined benefit pension plan, and other employee benefit costs
related to its participation in Georgia-Pacific’s postretirement health care and life insurance benefit plans, were
actuarially determined based on the number of its employees and an allocable share of the plan assets and are
calculated in accordance with Statement of Financial Accounting Standards (“SFAS”) No. 87, “Employers’
Accounting for Pensions,” and SFAS No. 106, “Employers’ Accounting for Postretirement Benefits Other Than
Pensions,” respectively. Georgia-Pacific’s management believed such method of allocation was equitable and
provided a reasonable estimate of the costs attributable to The Timber Company.

Since plan assets were not segregated into separate accounts or restricted to providing benefits to employees
of The Timber Company, assets of Georgia-Pacific’s employee benefit plans may be used to provide benefits to
all employees of Georgia-Pacific. Plan assets were allocated to The Timber Company based on the percentage of
its projected benefit obligation to the plans’ total projected benefit obligations.

The Federal income taxes of Georgia-Pacific and the subsidiaries that owned assets allocated to The Timber
Company were determined on a consolidated basis. Consolidated Federal income tax provisions and related tax
payments or refunds were allocated to The Timber Company based principally on the taxable income and tax
credits directly attributable to it. Such allocations reflected The Timber Company’s contribution (positive or
negative) to Georgia-Pacific’s consolidated federal taxable income and the consolidated federal tax liability and
tax credit position. Tax benefits, if any, generated by The Timber Company that could not have been used by The
Timber Company, but could be used on a consolidated basis, were credited to The Timber Company. Had The
Timber Company filed separate tax returns, the provision for income taxes and net income for The Timber
Company would not have differed significantly from the amounts reported on its statements of income for the
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PLUM CREEK TIMBER COMPANY, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

years ended December 31, 2000 and January 1, 2000. Additionally, had The Timber Company filed a separate
tax return for 2001 through the date of The Timber Company Merger, the provision for income taxes and net
income for Plum Creek would not have differed significantly from the amounts reported on its statement of
income for the year ended December 31, 2001. However, the amounts of current and deferred taxes and taxes
payable or refundable allocated to The Timber Company on the historical financial statements may differ from
those that would have been allocated had The Timber Company filed separate income tax returns.

Depending on the tax laws of various jurisdictions, state and local income taxes were calculated on either a
consolidated or combined basis or on a separate corporation basis. State income tax provisions and related tax
payments or refunds determined on a consolidated or combined basis were allocated to The Timber Company
based on its contribution to such consolidated or combined state taxable incomes. State and local income tax
provisions and related tax payments that were determined on a separate corporation basis were allocated to The
Timber Company in a manner designed to reflect the contributions of The Timber Company’s separate state or
local taxable income.

Change in Year-End. Effective October 6, 2001, the financial statements of Plum Creek are based on a
fiscal year ending December 31. Prior to the merger, The Timber Company’s fiscal year ended on the Saturday
closest to December 31. :

Use of Estimates. The preparation of financial statements in conformity with generally accepted
accounting principles requires management to make estimates and assumptions that affect the reported amounts
of assets and liabilities, disclosure of contingent assets and liabilities at the date of the financial statements and
the reported amounts of revenues and expenses during the reporting period. Actual results could differ from those
estimates.

Business Concentrations. Sales of the company’s products are dependent upon the economic conditions of
the housing, repair and remodeling, industrial, and pulp and paper industries. Changes in these industries may
significantly affect management’s estimates and the company’s performance.

Revenue Recognition. Timber sales are recognized when legal ownership and the risk of loss passes to the
purchaser and the quantity sold is determinable. This occurs when a purchaser acquires stumpage or standing
timber, or when a purchaser receives logs on a delivered sale agreement. There are two types of stumpage
agreements. First, a timber deed agreement is one in which the buyer purchases and takes title to all timber on a
tract of land. When title passes (usually when the contract is signed), revenue 1s recognized for the full value of
all timber on the tract. Second, a cutting contract agreement is one in which the purchaser acquires the right to
harvest specified timber on a tract, at an agreed-to price per unit. The sale, and any related advances, are
recognized as the purchaser harvests the timber on the tract. For delivered sales, the title and risk of loss passes
and revenue is recognized, when the log is delivered to the customer.

Subsequent to The Timber Company Merger, as a result of certain REIT requirements, the company ceased
using timber deed agreements and began using lump-sum sale agreements. Under a lump-sum sale, the parties
agree to a lump-sum price for all the timber available for harvest on a tract of land. Generally the lump-sum price
is paid when the contract is signed. However, unlike timber deeds, title to the timber and risk of loss transfers to
the buyer as the timber is cut. Therefore, revenue is recognized each month based on the timber harvested
compared to total timber available to be harvested on a tract of land over the term of the contract (usually 12 to
18 months). An adjustment is generally required at the completion of the contract to the extent the actual timber
harvested was different than the timber available for harvest according to the timber cruise.

Revenues generated from the sale of lumber, plywood, MDF and related by-products, primarily wood chips,
are generally recognized at the time of delivery. Revenues generated from real estate sales include the sale of
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higher and better use timberlands and non-strategic timberland are generally recognized when the sale is
consummated. Prior to The Timber Company Merger, The Timber Company regularly exchanged timberlands
that qualified for like-kind (tax-free) exchange treatment under the Internal Revenue Code. Substantially all of
these exchanges involved a third party intermediary, whereby the third party intermediary received proceeds
related to the property disposed and then reinvested the proceeds in like-kind property. The proceeds were
generally recorded as revenues when they were received by the third party intermediary.

Cash and Cash Equivalents.  All highly liquid investments purchased with an original maturity of three
months or less are considered to be cash equivalents. Substantially all of the cash and cash equivalents are
invested in one money market fund. The company periodically reviews the credit rating of the financial
institution where the money market funds are maintained.

Accounts Receivable. Accounts receivable at December 31, 2001 is presented net of an allowance of
$1 million for doubtful accounts.

Grantor Trusts. Several grantor trusts have been established for deferred compensation. Assets, which
include money market and mutual fund investments, are classified as “trading securities” and are carried at
market value. Realized gains and losses and changes in unrealized gains and losses and a corresponding amount
of compensation expense are recorded in the consolidated statement of income.

Inventories. Logs, work-in-process and finished goods of the company are stated at the lower of cost or
market on the average cost method. Supplies inventories are stated at cast. Costs for manufactured inventories
included raw materials, labor, supplies, energy, depreciation and production overhead. Cost of log inventories
included timber depletion, stumpage, associated logging and harvesting costs, road costs and production
overhead.

Timber and Timberlands. In the fourth quarter of 2001, the company changed its accounting policy to
capitalize certain timber reforestation costs after a timber stand has been established, primarily silviculture costs,
that were previously expensed. In order to achieve better matching of these costs with the revenues realized from
the eventual sale of timber, silviculture costs (fertilization and herbicide application) are now capitalized. The
company believes that this change is more consistent with industry practice and is preferable under the
circumstances in which the company manages its timberlands. Costs related to pre-merchantable and
merchantable timber that are now capitalized include site preparation, planting, fertilization, herbicide
application and pre-commercial thinning. These costs are charged against revenue at the time the timber is sold.

The cumulative effect of this policy change is not reflected in the beginning balance of Timber and
Timberlands because information is not available to compute the cumulative effect of the change over the prior
harvest cycle of approximately 30 years. The new capitalization policy was applied retroactively as of January 1,
2001, and resulted in a restatement of the first three quarters of 2001. Implementation of the new accounting
policy increased 2001’s operating income by approximately $18 million and net income by approximately
$13 million, or $0.10 per diluted share.

Timber and timberlands, including logging roads, are stated at cost less accumulated depletion for timber
previously harvested and accumulated road amortization. The company capitalizes timber and timberland
purchases and reforestation costs and other costs associated with the planting and growing of timber, such as site
preparation, growing or purchases of seedlings, planting, fertilization, herbicide application and the thinning of
tree stands to improve growth. Timber carrying costs, such as real estate taxes, insect control, wildlife control
and forest management personnel salaries and fringe benefits, are expensed as incurred.

Costs attributable to timber harvested, or depletion, are charged against income as trees are cut. Depletion
rates are determined annually based on the relationship between net carrying value of the timber plus certain
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capitalized silviculture costs expected to be incurred over the harvest cycle and total timber volume estimated to
be available over the harvest cycle. The depletion rate calculations do not include an estimate for either future
reforestation costs associated with a stand’s final harvest or future volume in connection with the replanting of a
stand subsequent to its final harvest.

The Timber Company entered into like-kind (tax-free) exchange transactions to acquire and sell assets,
principally timberlands. During 2001, 2000, and 1999, The Timber Company acquired assets totaling $25
* million, $32 million and $33 million, respectively, under tax-free exchange transactions. Also during 2001, 2000
and 1999, The Timber Company disposed of assets for consideration of $30 million, $76 million and $35 million,
respectively, under tax-free exchange transactions.

Property, Plant and Equipment. Property, plant and equipment are recorded at cost. Lease obligations for
which the company assumes or retains substantially all the property rights and risks of ownership are capitalized.
Replacements of major units of property are capitalized, and the replaced properties are retired. Replacement of
minor components of property and repair and maintenance costs, are charged to expense as incurred.

All property, plant and equipment other than manufacturing machinery (lumber, plywood and MDF) are
depreciated using the straight-line method over the estimated useful lives of the related assets. Manufacturing
machinery and equipment are depreciated on a units-of-production basis, which approximates a straight-line
basis. Useful lives are 25 years for land improvements, 20 to 45 years for buildings, and 3 to 20 years for
machinery and equipment. Assets under capitalized leases and leasehold improvements are depreciated over the
lease term. The cost and related accumulated depreciation of property sold or retired are removed from the
accounts and any gain or loss is recorded.

Shipping and Handling Costs. Shipping and handling costs are accounted for in accordance with
Emerging Issues Task Force Issue No. 00-10, “Accounting for Shipping and Handling Fees and Costs.” Shipping
costs incurred for shipping timber and manufactured products are included in cost of goods sold.

Stock-Based Compensation Plans. Stock-based compensation plans are accounted for under the provisions
of Accounting Principles Board (“APB”) Opinion No. 25, “Accounting For Stock Issued to Employees.” The
disclosure-only provisions of SFAS No. 123, “Accounting for Stock-Based Compensation” have been adopted.
See Note 11 of the Notes to Financial Statements.

Reclassifications. Certain 2000 and 1999 amounts have been reclassified to conform with the 2001
presentation. The reclassifications had no impact on net income.

New Accounting Pronouncements. In October 2001, the Financial Accounting Standards Board issued
SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets,” which is effective for fiscal
years beginning after December 15, 2001. This statement supersedes SFAS No. 121, “Accounting for the
Impairment of Long-Lived Assets and for Long-Lived Assets to Be Disposed Of” and replaces the provisions of
APB Opinion No. 30, “Reporting the Results of Operations—Reporting the Effects of Disposal of Segments of a
Business, and Extraordinary, Unusual and Infrequently Occurring Events and Transactions,” for the disposal of
segments of a business. SFAS No. 144 retains the fundamental provisions of SFAS No. 121 for the recognition
and measurement of the impairment of long-lived assets to be held and used and the measurement of long-lived
assets to be disposed of by sale. Under SFAS No. 144, long-lived assets are measured at the lower of carrying
amount or fair value less cost to sell. Adoption of this standard is not expected to have a material impact on the
company’s financial position, results of operations or cash flow.

In June 2001, the Financial Accounting Standards Board issued SFAS No. 143, “Accounting for Asset
Retirement Obligations,” which is effective for fiscal years beginning after June 15, 2002. The statement
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provides accounting and reporting standards for recognizing obligations related to asset retirement costs
associated with the retirement of tangible long-lived assets. Under this statement, legal obligations associated
with the retirement of long-lived assets are to be recognized at their fair value in the period in which they are
incurred if a reasonable estimate of fair value can be made. The fair value of the asset retirement costs is
capitalized as part of the carrying amount of the long-lived asset and expensed using a systematic and rational
method over the assets’ useful lives. Any subsequent changes to the fair value of the liability will be expensed.
Management is currently assessing the impact of this statement on our results of operations, financial position
and cash flows.

In July 2001, the Financial Accounting Standards Board issued SFAS No. 142, “Goodwill and Other
Intangible Assets.” SFAS No. 142 addresses financial accounting and reporting for acquired goodwill and other
intangible assets. The provisions of SFAS No. 142 shall be applied in fiscal years beginning after December 15,
2001, except that certain provisions of SFAS No. 142 shall be applied to goodwill and other acquired intangible
assets for which the acquisition date is after June 30, 2001. The Company has adopted the provisions of SFAS
No. 142 in connection with the merger discussed in Note 2 of the Notes to Financial Statements.

In July 2001, the Financial Accounting Standards Board issued SFAS No. 141, “Business Combinations.”
SFAS No. 141 addresses financial accounting and reporting for business combinations. SFAS No. 141 is
effective for all business combinations initiated after June 30, 2001 and is effective for all business combinations
accounted for by the purchase method for which the date of acquisition is July 1, 2001, or later. The Company
has adopted the provisions of SFAS No. 141 in connection with the merger discussed in Note 2 of the Notes to
Financial Statements. :

Note 2. Acquisitions and Dispositions

Prior to The Timber Company Merger, The Timber Company was engaged primarily in the growing and
selling of timber on the approximately 4.7 million acres of timberlands that Georgia-Pacific owned or leased. The
primary reasons for The Timber Company Merger were to: (1) create the second largest private timberland owner
in the United States, (2) enhance the company’s strategic and market position, and (3) encourage growth by
expanding the company’s customer base and creating new revenue sources.

The Timber Company Merger has been accounted for as a purchase business combination in accordance
with SFAS No. 141, “Business Combinations.” As the surviving legal entity in The Timber Company Merger,
Plum Creek issued approximately 112.7 million shares, or 62% of the outstanding shares of its common stock, to
the former holders of Timber Company Stock. Since The Timber Company shareholders received more than 50%
of the outstanding Plum Creek shares during the merger, the merger was treated as a reverse acquisition, with
The Timber Company deemed to be the acquiring company for accounting and financial reporting purposes. As a
consequence, even though The Timber Company ceased to exist for legal purposes, the historical financial
statements of The Timber Company have become the financial statements of Plum Creek effective as of the
consummation date of the merger.

The purchase price of Plum Creek’s assets and liabilities deemed acquired for accounting purposes by The
Timber Company was approximately $1.87 billion. The purchase price was based on the accounting convention
of The Timber Company acquiring all of Plum Creek’s 69,206,575 outstanding common stock and 583,700
outstanding options at the approximate fair value of Plum Creek Timber Company, Inc.’s stock as of the July 18,
2000 announcement date of The Timber Company Merger, plus approximately $22.7 million of merger related
costs. At December 30, 2000, The Timber Company was allocated $4 million of merger costs from Georgia-
Pacific. The merger costs were capitalized and are included in “Other Current Assets” in the balance sheet.
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The approximate purchase price of $1.87 billion has been allocated among the assets and liabilities of Plum
Creek that were deemed acquired in The Timber Company Merger based on their approximate fair value as
follows (in millions):

Assets acquired:

Cash and cashequivalents ............. ... ... ... ....... $ 159
Other current assets ...t 97
Timber and Timberlands ........................... 2,274
Property, plant and equipment .. ..................... 302
Other assets .. ..ottt e 6
Total @SSEtS . ..ot $2,838
Liabilities assumed:
Current liabilities ............ ... .. ... .. ... . ... .... $ 87
Long-termdebt .......... ... ... .. i 837
Other liabilities . ......... i i 44

Total liabilities ........... ... ... ... $ 968

The above allocation of the fair value of assets and liabilities was based on appraisals prepared by third
parties and management in September 2001. The appraised value for timber and timberlands includes an
estimated value for higher and better use timberlands. However, except for properties that could be identified for
sale in the near future, this increased value was allocated proportionately among the remaining timberlands.

The following unaudited pro forma information presents a summary of results from operations assuming the
purchase of Plum Creek had occurred at the beginning of fiscal years 2001 and 2000 (in millions, except per
share):

2001 2000
Revenues ..........couiiiinn .. $1,134  $1.283
Netincome ...........coviiiiiiiiininnnnnnn. $ 415 $ 477
Earnings per share—Basic ..................... $228 §$ 262
Earnings per share—Diluted .................... $226 $ 260

Included in the above pro forma net income are the following nonrecurring items (in millions):

2001 2000
Income Tax Benefit . .......................... $204 $176
Merger Related Severance Expenses ............. $ 6 $ 6

Pro forma net income for both 2001 and 2000 does not include merger expenses. The Timber Company’s
merger expenses were capitalized as part of the purchase price allocations, and we assumed in computing pro
forma net income that Plum Creek’s merger expenses were fully accrued prior to the consummation date of the
merger. Additionally, pro forma net income for 2001 does not include a gain of $31 million related Plum Creek’s
sale of 44,000 acres of timberlands to Pope Resources, and pro forma net income for 2000 does not include a
gain of $58 million related to Plum Creek’s sale of 90,000 acres of timberlands to Crown Pacific Limited
Partnership. These gains were excluded in computing pro forma net income because we assumed in the purchase
price allocation that the book basis for these timberlands was adjusted to the net selling price.

The unaudited pro forma information is not necessarily indicative of the operating results that would have
been achieved had The Timber Company Merger occurred on the indicated dates, and should not be construed as
representative of future operating results.
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During the second quarter of 1999, The Timber Company sold approximately 390,000 acres of timberlands
in New Brunswick, Canada, and approximately 440,000 acres of timberland in Maine for approximately $92
million and recognized a pretax gain of $84 million ($50 million after taxes). In conjunction with the sale of its
Maine timberlands, Georgia-Pacific received notes from the purchaser in the amount of $51 million. In
November 1999, Georgia-Pacific monetized these notes through the issuance of notes payable in a private
placement. The proceeds of this transaction were credited to The Timber Company through a reduction of its
allocated debt.

In December 1999, The Timber Company sold approximately 194,000 acres of redwood and Douglas-fir
timberlands in Northern California for a purchase price of approximately $397 million and recognized a pretax
gain of $271 million ($165 million after taxes). In conjunction with the sale of its California timberlands, The
Timber Company received notes from the purchase with an estimated fair value of $350 million. These notes
were fully secured by a standby letter of credit with an unaffiliated third-party financial institution. In October
2000, Georgia-Pacific monetized these notes through the issuance of commercial paper secured by the notes. The
net proceeds of $342 million from this monetization were used to reduce debt allocated to The Timber Company.
Prior to The Timber Company Merger, these notes and related commercial paper were transferred to Georgia-
Pacific. See Note 8 and 12 of the Notes to Financial Statements.

Note 3. Earnings Per Share

Prior to The Timber Company Merger, Timber Company’s Stock represented a class of Georgia-Pacific’s
common stock. In connection with the merger with Plum Creek, on October 5, 2001, Georgia-Pacific redeemed
all of the outstanding shares of Timber Company Stock, or 82.3 million shares, in exchange for Units
representing the ownership interest in The Timber Company. On October 6, 2001, the holders of Units received
1.37 shares of Plum Creek Common Stock for each Unit, or an aggregate of 112.7 million Plum Creek shares.
Therefore, 112.7 million outstanding shares have been applied retroactively in computing basic earnings per
share for all periods ending prior to The Timber Company Merger. Furthermore, the dilutive impact of
3.8 million options at prices ranging from $15.29 to $18.34 per share as of the merger date (after adjusting for the
1.37 to 1 exchange ratio) have been applied retroactively in computing diluted earnings per share for all periods
ending prior to the merger date.

Basic earnings per share for 2001 was computed using the weighted average shares outstanding for the
period giving effect to the 69.2 million shares deemed issued for accounting purposes to Plum Creek
stockholders in the reverse acquisition on October 6, 2001.

The following table sets forth the reconciliation of basic and diluted earnings per share for the years ended:

December 31, December 30, Januaryl,

2001 2000 2000
(In millions, except per share amounts)
Net income allocable to common stockholders . ..................... $ 338 $ 162 $ 398
Denominator for basic earnings pershare ... ....................... 129.5 112.7 112.7
Effect of dilutive securities—stock options . ....................... 1.2 1.2 1.2
Effect of dilutive securities—unvested restricted stock, dividend
equivalent rights, and value managementplan .................... — — —_
Denominator for diluted earnings per share—adjusted for dilutive
SECULILIBS . o oottt ettt e e e 130.7 113.9 113.9
Basic Earnings per Share .. . ........ ... $ 2.61 $ 1.44 $ 353
Dilutive Earnings per Share . ........... ... ... . . i $ 2.58 $ 142 $ 349
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Note 4. Timber and Timberlands and Property, Plant and Equipment and Inventory

Timber and timberlands consisted of the following (in millions):

December 31, December 30,

2001 2000
Timber and logging roads—mnet ........................... $2,267 $ 898
Timberlands . ......... 1,213 324
Timber and Timberlands—net . . .......... ... ... ........ $3,480 $1,222

Property, plant and equipment consisted of the following (in millions):

December 31, December 30,

2001 2000
Land, buildings and improvements ........................ $ 80 § 9
Machinery and equipment .............. ... .. . L. 271 34
351 43
Accumulated depreciation .......... ... ... .. .. ..., (35) 27
Property, Plant and Equipment—net ....................... $316 $16

Inventories at December 31, 2001, accounted for using the average cost method for logs, work-in-
process and finished goods and cost for supplies, consisted of the following (in millions):

Raw materials (10gS) . ...\ vvvrrt $17
WOTK-IN-PIOCESS .+ .ottt it e e et e e 4
Finished goods . ......... . 21

§42
SUPPLiEs ..o 10
TOtal e $52

At December 30, 2000 the inventory balance was $2 million and consisted of supplies.

Note 5. Income Taxes

Plum Creek has elected to be taxed as a REIT under sections 856-860 of the United States Internal Revenue
Code commencing July 1, 1999. A REIT is generally not subject to corporate-level tax if it satisfies certain
requirements set forth in the Internal Revenue Code. Under these sections, a REIT is permitted to deduct
dividends paid to stockholders in computing its taxable income. If a company fails to qualify as a REIT in any
taxable year, it will be subject to federal income taxes at regular corporate rates (including any applicable
alternative minimum tax) and may not be able to qualify as a REIT for four subsequent taxable years.

Plum Creek conducts its activities through various wholly owned operating partnerships. The activities of
the operating partnerships primarily consist of sales of timber under cutting contracts and the income from such
sales is not subject to income tax. Our various taxable REIT subsidiaries harvest and sell logs, purchase and sell

timber under cutting contracts or lump-sum sales, conduct our manufacturing operations and sell some higher
and better use lands.

In The Timber Company Merger, The Timber Company, consisting of a group of taxable corporate entities,
merged with and into Plum Creek. The Internal Revenue Code provides that when a REIT acquires a taxable

35




PLUM CREEK TIMBER COMPANY, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

(subchapter C) corporation, as with the merger of Plum Creek with The Timber Company, a company may
qualify as a REIT only if, as of the close of the year of acquisition, such REIT has no “earnings and profits”
acquired from such acquired taxable corporation. As a result of The Timber Company Merger, Plum Creek
succeeded to the earnings and profits of The Timber Company and, therefore, Plum Creek was required to
distribute all such earnings and profits before January 31, 2002. The requirement to distribute the earnings and
profits of The Timber Company was satisfied in part through the accelerated payment of the fourth quarter 2001
distribution made in December 2001. Normally, the fourth quarter dividend would have been paid at the end of
February in the following year.

Additionally, as a consequence of The Timber Company Merger which involved merging a taxable entity
into a nontaxable entity, the deferred tax liabilities of The Timber Company were eliminated except for any
expected transactions subject to built-in gains tax. Plum Creek will generally be subject to corporate-level tax
(built-in gains tax) to the extent it disposes of certain property of The Timber Company that it acquired in The
Timber Company Merger during a ten-year period following the merger. The built-in gains tax only applies to
gains from such asset sales to the extent the fair value of the property exceeds its tax basis at the merger date.
The built-in gains tax will not apply to income generated from the harvesting and sale of trees. In accordance
with SFAS No. 109, “Accounting for Income Taxes,” a one-time tax benefit of approximately $216 million was
recorded by the company in the fourth quarter of 2001. This tax benefit represents the elimination of a deferred
tax liability associated with temporary differences primarily related to timberlands that are not expected to be
disposed of in transactions subject to built-in gains tax during a ten-year period following the merger.

The Timber Company was included in Georgia-Pacific’s consolidated tax return through the date of The
Timber Company Merger and in Plum Creek’s tax return subsequent to the date of the merger. The provision for
income taxes includes The Timber Company’s allocated portion of Georgia-Pacific’s income taxes currently
payable and those deferred because of temporary differences between the financial statements and tax basis of
assets and liabilities through the merger date. For periods subsequent to The Timber Company Merger, the tax
provision reflects the operations of Plum Creek’s taxable REIT subsidiaries and any built-in gains tax associated
with certain dispositions of property previously owned by The Timber Company. The provision (benefit) for
income taxes consists of the following:

December 31, December 30, January 1,
2001 2000 2000

(In millions)

Federal income taxes:

CUITENL . . o oottt e et et e e e e $ 49 $ 61 $105

Deferred . ... ... e 17 27 111
State income taxes:

UMt . . ot e e e e 7 6 20

Deferred . ... i e 1 3 20
Adjustment of deferred tax liability due to change in tax status ......... (216) — —
Provision (benefit) forincome taxes . ..., $(142) $ 97 $256
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The federal statutory income tax rate was 35%. As a REIT, the income generated by Plum Creek is
generally not subject to federal and state income tax. The provision for income taxes is reconciled to the federal
statutory rate as follows:

December 31, December 30, Januaryl,

2001 2000 2000
(In millions)
Provision for income taxes computed at the Federal statutory tax rate ... 3 69 $ 91 $229
Adjustment to deferred tax liabilities for change in tax status at date of
11013 L) o AP (216) — —_
REIT income not subject to Federaltax ........................... @)) — —
State income taxes, net of Federalbenefit . ......................... 6 6 27
Provision (benefit) for income taxes ..., $(142) $ 97 $256

Deferred income taxes are provided for the temporary differences between the financial reporting basis and
tax basis of the company’s assets and liabilities. Prior to the consummation of The Timber Company Merger,
The Timber Company was required to transfer to Georgia-Pacific certain installment notes (related to prior sales
of timberlands) and related deferred income tax liabilities, among other assets and liabilities. See Note 8 of the
Notes to Financial Statements. Therefore, the deferred tax liability at December 31, 2001, was reduced by
$200 million for the deferred tax liability that was transferred to Georgia-Pacific during the third quarter of 2001.
The components of net deferred income tax liabilities are as follows:

December 31, December 30,
2001 2000

(In millions)

Deferred income tax assets:

Other accruals and reServes ........c.vvvveenennnn... $ 5 $ 1
Accrued compensation . . ......... it 12 —
17 1
Deferred income tax liabilities:
Machinery and equipment ................ ... ... (72) 5
Timberand timberlands . ............................ 19 402)
» (53) (407)
Deferred income tax liabilities,net ........................ $(36) $(406)

Deferred income tax liabilities are net of $2 million of deferred tax assets included in other current assets.

Plum Creek conducts its activities through various wholly owned operating partnerships and through several
taxable REIT subsidiaries. The taxable REIT subsidiaries file a consolidated federal income tax return. The
operating loss carryforward for the taxable REIT subsidiaries as of December 31, 2001 is as follows (in

. millions):

Operating Loss Carryforward Expiration Date

$13 2020
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Note 6. Borrowings

Long-term debt and the line of credit consisted of the following at December 31, 2001 (in millions):

Line Of Credit ® L.t e e $ 469
Senior Notes due 2007, 11.125% plus unamortized premium of $10.9, effective rate 6.19% .......... 96
First Mortgage Notes due 2007, 11.125% plus unamortized premium of $9.7, effective rate 6.19% . . . . . 86
Senior Notes due 2009, 8.73% plus unamortized premium of $10.0, effective rate 7.55% ............ 160
Senior Notes due 2011, mature serially 2007 to 2011, 7.62% to 7.83%, plus unamortized premium of

$2.6, effective 1ates 0F 6.96%0 10 T84T . o oo it 174
Senior Notes due 2013, mature serially 2006 to 2013, 6.96% to 7.76%, less unamortized discount of

$7.1, effective rates 6.95% 10 8.04% . .. ..ot 493
Senior Notes due 2016, mature serially 2006 to 2016, 7.74% to 8.05%, plus unamortized premium of

$3.0, effective rate 6.96% 10 8.04% . .. .o e ___22
Total Long-term Debt . . . ... ottt $1,681
Less: Current POrtion ... ... .. .. i e 34
Long-term POrtion . ... ... ..o e $1,647

* Term facility matures September, 2002, 3.5% at December 31, 2001, $100 million. Revolving line of credit
matures 2005, 3.6% at December 31, 2001, $369 million. The effective rate for the term facility is based on
LIBOR plus 1.5% and the revolving line of credit is based on LIBOR plus 1.5% which includes facility fees.
Interest rates for both the $100 million term facility and the $600 million revolving line are based on a series
of borrowings with maturities that can range from one week to six months. Therefore, despite both facilities
having interest rates based on LIBOR plus 1.5%, effective interest rates at December 31, 2001 were slightly
different.

Plum Creek replaced approximately $650 million of Georgia-Pacific debt attributed to The Timber
Company with third party debt following The Timber Company Merger. The first $500 million of allocated debt
was refinanced with fixed rate debt, and the debt in excess of $500 million was refinanced with variable rate
debt. The terms of the replacement debt are as follows:

Fixed Rate Debt (“Senior Notes due 2013”):

Principal Amount Interest Rate Maturity Date
$55 million 6.96% Oct. 1, 2006
$75 million 7.25% Oct. 1, 2008

$295 million 7.66% Oct. 1,2011
$75 million 7.76% Oct. 1, 2013

Variable Rate Debt: the variable rate debt consists of $700 million of bank credit facilities (“line of credit”)
comprised of:

(1) Term facility of $100 million, maturing on September 30, 2002, with an interest rate based on LIBOR
plus 1.5%.

(2) Revolving line of credit available up to $600 million, maturing on September 30, 2005, with an interest
rate based on LIBOR plus 1.5% which includes facility fees. Interest rates for both the $100 million
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term facility and the $600 million revolving line are based on a series of borrowings with maturities
that can range from one week to six months. Therefore, despite both facilities having interest rates
based on LIBOR plus 1.5%, effective interest rates at December 31, 2001 were slightly different.

Borrowings on the line of credit fluctuate daily based on cash needs. Subject to customary covenants, the
line of credit allows for borrowings from time to time up to $600 million, including up to $50 million of standby
letters of credit. The $100 million term facility was classified as long-term debt due in 2005 due to the
company’s intent and ability to finance these borrowings on a long-term basis. As of December 31, 2001,
$231 million remained available for borrowing under the line of credit and there were outstanding standby letters
of credit of $93,000. On January 3, 2002, $197 million of the borrowings under the line of credit were repaid.

Principal payments of $14 million are due on the Senior Notes due 2007 for each of the years between 2002
and 2007. Principal payments of $13 million are due on the First Mortgage Notes due 2007 for each of the years
between 2002 and 2007.

In connection with the purchase price allocation associated with The Timber Company Merger, a premium
was recorded to reflect the difference between the market rate of interest and the stated interest rates. At
December 31, 2001, the unamortized premium was $29 million.

The Senior Notes, excluding the Senior Notes due 2011, and the First Mortgage Notes are redeemable prior
to maturity subject to a premium on redemption, which is based upon interest rates of United States Treasury
securities having similar average maturities as these notes. The premium that would have been due upon early
retirement approximated $168 million at December 31, 2001. The five series of senior notes are unsecured. The
First Mortgage Notes are collateralized by a significant portion of the property, plant and equipment of the
lumber, plywood and MDF manufacturing facilities. The Senior Notes due 2011 are not redeemable prior to
maturity.

The aggregate maturities on the note agreements and the line of credit are as follows (in millions):

Note Line
Agreements of Credit
2002 .. $ 34
2003 L 33
2004 . 33
2005 . 32 $469
2006 ... i61
Thereafter ............... ... ... . ... ..... 919
Total ..o $1,212 $469

The company leases certain timberlands under capital lease agreements. See Note 13 of the Notes to
Financial Statements for future minimum lease payments under capital lease agreements.

The note agreements and the line of credit contain certain restrictive covenants, including limitations on
harvest levels, sales of assets, payment of cash dividends and the incurrence of indebtedness. In addition, the line
of credit requires the maintenance of a required interest coverage ratio. The company was in compliance with
such covenants at December 31, 2001.

The Timber Company was allocated $1.0 billion of Georgia-Pacific total debt for financial statement
purposes at June 30, 1997, Georgia-Pacific’s debt was allocated to The Timber Company based upon a number
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of factors including expected future cash flows, volatility of earnings, and the ability to pay debt service and
dividends. In addition, Georgia-Pacific considered certain measures of creditworthiness, such as coverage ratios
and various tests of liquidity, as a means of ensuring that each group could continue to pay debt service during a
business downcycle. Georgia-Pacific believed that such allocation was equitable and reasonable. Because The
Timber Company’s debt was an allocated amount, there was no scheduled maturity.

At December 30, 2000, $640 million of Georgia-Pacific’s debt was allocated to The Timber Company. At
December 30, 2000 Georgia-Pacific had not transferred any debt securities or instruments to The Timber
Company. Interest was charged to The Timber Company in proportion to the respective amount of its debt at a
rate equal to the weighted average interest rate of Georgia-Pacific’s debt, excluding debt incurred in recent
acquisitions, calculated on a quarterly basis and was 6.7% for the period December 31, 2000 to October 5, 2001,
7.6% for 2000 and 7.2% for 1999,

In connection with The Timber Company’s 1999 sale of its timberlands in Northern California it received an
installment note receivable. During 2000, the installment note was monetized by the issuance of commercial
paper. Proceeds from the issuance of the commercial paper were used to reduce the amount of Georgia-Pacific’s
debt that was allocated to The Timber Company. At December 30, 2000, The Timber Company had $342 million
of commercial paper outstanding that was secured by the installment note. Prior to The Timber Company
Merger, the installment note and commercial paper were transferred to Georgia-Pacific. See Note 8 of the Notes
to Financial Statements.

Note 7. Financial Instruments

The carrying amounts of cash and cash equivalents and notes receivable approximate fair value due to the
short-term maturities of these instruments. The estimated fair value of the company’s debt, based on current
interest rates for similar obligations with like maturities, was approximately $1.69 billion at December 31, 2001.
The carrying amount was $1.68 billion at December 31, 2001. At December 30, 2000, the fair value of The
Timber Company’s debt approximated its carrying value. Net unrealized holding losses of $1.4 million for the
year ended December 31, 2001 were recorded in the consolidated statement of income relating to the mutual fund
investments held in a grantor trust.

Note 8. Capital

Prior to The Timber Company Merger, Timber Company’s Stock represented a class of Georgia-Pacific’s
common stock. In connection with the merger with Plum Creek, on October 5, 2001, Georgia-Pacific redeemed
all of the outstanding shares of Timber Company Stock, or 82.3 million shares, in exchange for Units
representing ownership interests in The Timber Company. On October 6, 2001, the holders of Units received
1.37 shares of Plum Creek Common Stock for each Unit, or an aggregate of 112.7 million Plum Creek shares.
Furthermore, since The Timber Company Merger is being accounted for as a reverse acquisition, The Timber
Company is deemed, for accounting purposes, to have issued 69.2 million shares for the acquisition of Plum
Creek. However, since Plum Creek was the surviving legal entity, Plum Creek had 181.9 million shares of its
common stock issued and outstanding immediately after the merger.

Subsequent to The Timber Company Merger, Plum Creek paid dividends of $209 million, or $1.14 per
share, during the fourth quarter of 2001. Dividends of $0.57 per share were paid on November 30, 2001 and
December 28, 2001. The December 28, 2001 dividend represented the acceleration of our fourth quarter 2001
dividend that normally would have been paid in February 2002. The acceleration was due to a REIT requirement
that the earnings and profits inherited in connection with the merger with The Timber Company be distributed.
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See Note 5 of the Notes to Financial Statements. See Note 9 of the Notes to Financial Statements for a historical
summary of dividends paid to Plum Creek stockholders.

Timber Company Stock, a letter stock of Georgia-Pacific that tracked the performance of The Timber
Company, historically paid a quarterly dividend of $0.25 per share. Therefore, quarterly Timber Company Stock
dividends are reflected in the following table as “Cash Returned to Georgia-Pacific.”

At December 31, 2001, Plum Creek had the following authorized capital of which only 183.8 million shares
of common stock were issued and outstanding:

* 300,000,000 shares of common stock, par value $.01 per share;

. 150,000,001 share of excess stock, par value $.01 per share; and

» 75,000,000 shares of preferred stock, par value $.01 per share.

The changes in the company’s capital accounts are as follows (in millions):

M Paid-in Retained Blif:rl;:ii% Parent’s  Total
Shares Dollars Capital Earnings Compensation Equity Equity

January 1,1999 ... .. ... . ... (81) (81)
NetIncome ........................ 398 398
CashReturnedtoG-P ................ (190)  (190)
January 1,2000 ......... .. ... oL 127 127
NetIncome ............... ..., 162 162
Cash Returnedto G-P ................ (144) (144)
December 30,2000 .................. 145 145
Net Income December 31, 2000 to

October 5,2001 ................... 114 114
CashReturnedto G-P ................ (175) (175)
Contributions from G-P .............. 265 265
Balance on October 5,2001 ........... 349 349
Acquisition of Plum Creek ............ 1,849 1,849
Recapitalization in connection with

31150 7= (U 182 2 2,195 1 (2,198) —
Net Income October 6, 2001 to

December 31,2001 ................ 226 226
Dividends ......................... 209) (209)
Stock Option Proceeds ............... 2 — 32 32
December 31,2001 .................. 184 2 2227 17 1 — 2,247
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Prior to the consummation of The Timber Company Merger, The Timber Company was required to transfer
to Georgia-Pacific: (1) certain installment notes receivable and related commercial paper and deferred tax
liabilities plus approximately $85 million cash, and (2) approximately $24 million cash for the cost of tax risk
insurance. Accordingly, the following were transferred to Georgia-Pacific during the third quarter of 2001 (in
millions):

Installment NOTES . . .. .ot e ettt et e e et e e e $355
Commercial PAPET . . . o o\ ot e eee e $349
Deferred Income Tax Liability ... ... i ittt $200
Cash L e $109

The cash transfer of $109 million was accounted for as dividend and the net transfer of the installment notes
and related commercial paper and deferred income tax liabilities of $194 million was accounted for as a capital
contribution.

In addition to the above dividends and capital contributions during 2001, The Timber Company had the
following capital transactions with Georgia-Pacific prior to The Timber Company Merger: (1) The Timber
Company distributed $66 million cash to Georgia-Pacific primarily for dividends on Timber Company Stock, and
(2) Georgia-Pacific contributed $71 million cash related to proceeds from the exercise of options on Timber
Company Stock and the purchase of certain lands near Georgia-Pacific’s mills.

At December 31, 2001 there were 328,990 shares of Plum Creek common stock held in a trust to fund
deferred incentive plan awards. At December 31, 2001, these shares were recorded at $8 million and the related
liability was $9 million, which amounts are shown net in the equity section of the consolidated balance sheet.
Additionally, the cost of the restricted stock awards is recorded in equity as deferred compensation and is
amortized over the restriction period. See Note 11 of the Notes to Financial Statements.

Note 9. REIT disclosures

Plum Creek Timber Company, Inc. converted from a master limited partnership to a REIT on July 1, 1999.
For the six months ended December 31, 1999 and the year ended December 31, 2000, Plum Creek elected to
designate all taxable distributions as capital gain dividends. For the year ended December 31, 2001, Plum Creek
distributed ordinary dividends sufficient to distribute the earnings and profits of The Timber Company acquired
in connection with the merger of The Timber Company into Plum Creek. See Note 5 of the Notes to Financial
Statements. Plum Creek elected to designate all remaining taxable distributions for the year ended December 31,
2001 as capital gain dividends. As a result, on a tax basis Plum Creek has distributed all of its taxable income.

The table below summarizes the historical tax character of dividends from the REIT to Plum Creek
shareholders for the six months ended December 31, 1999 and the years ended December 31, 2000 and 2001.

Six Months
Ended
2001 2000 1999
Long-term capital gain . ...........covvuiiiinninnn... $1.42 $0.94 $0.59
Non-taxable return of capital .......... ... ... ... ... ... 0.42 1.34 0.55
Ordinary InCOME . ... .ottt 1.01 — —
Totaldividends ..................coiiiiiiin... $2.85  $2.28 $1.14
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Summarized below is the tax character of dividends paid between October 6, 2001 and December 31, 2001

to former shareholders of Timber Company Stock that received shares of Plum Creek Timber Company, Inc. in
connection with the merger with The Timber Company on October 6, 2001.

Long-termcapital gain ............ ... ... .. ool $0.10
Non-taxable return of capital ........... ... ... .......... 0.03
Ordinary income . . ... ...ttt 1.01

Totaldividends .. ........ ... ... i $1.14

Note 10. Employee Pension and Retirement Plans

Prior to the merger with Plum Creek on October 6, 2001, The Timber Company employees were generally
covered by Georgia-Pacific’s Defined Benefit Pension Plan, Defined Contribution Plan and Health Care and Life
Insurance Benefit Plan. Under the terms of the merger agreement, Georgia-Pacific retained the obligation to fund
and pay all vested benefits for the above plans, with the exception of an unfunded non-qualified supplemental
pension plan for two officers of The Timber Company whose employment terminated in connection with the
merger. Benefit obligations of $2 million for the two officers remained with Plum Creek. The Timber Company
employees became participants in Plum Creek’s plans as of the merger date.

In connection with The Timber Company Merger, The Timber Company acquired Plum Creek’s Defined
Benefit Pension Plan and Defined Contribution Plan. In accordance with SFAS No. 141, “Business
Combinations,” The Timber Company recorded $2 million for accrued pension liability (excess of projected
benefit obligation over plan assets) in connection with the purchase price allocation. Furthermore, under the
terms of the merger agreement, as a result of the employment of two of The Timber Company’s officers
terminating during the fourth quarter of 2001 due to the change in control, an expense of $2 million was recorded
for special termination benefits. As a result of The Timber Company adopting Plum Creek’s pension and
retirement plans and Georgia-Pacific retaining the vested pension and retirement benefit obligations of The
Timber Company employees as of The Timber Company Merger date (except as described above), the following
disclosure reflects the Plum Creek plans (inclusive of the supplemental pension benefits for the two former
officers of The Timber Company) from October 6, 2001 to December 31, 2001 and the Georgia-Pacific Plans
from January 1, 1999 to October 5, 2001.
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PLUM CREEK PLANS

Pension Plan. The company provides defined benefit pension plans that cover‘substantially all employees
of the company. The following tables provide a reconciliation of benefit obligations, plan assets, and funded
status of the plans for the period October 6, 2001 to December 31, 2001 (in millions):

2001
Change in benefit obligation
Benefit obligation at mergerdate ............ . ... ... e $ 67
SEIVICE COSE . ottt e e 1
INEETESt COSE . v\ vttt ettt e e et et e et e e e e 1
Special termination benefits ......... .. ... 2
Actuarial (gain) 108s .. ... ... e e —
Benefitspaid ...... ..o 48
Benefit obligation at end of year .. ... ... it $ 70
Change in plan assets v
Fair value of plan assets atmergerdate ............cc0vvtiiiiineeinineennn.. $ 58
Actual return on plan assets ... ... ... e 4
Benefits paid .. ... e (1)
Employer contributions .. .......... i 4
Fair value of plan assets atend of year ............ . ..., $ 65
Funded status ... ...t e $ (5
Unrecognized net actuarial (gain) loss ......... ... .. . i 2)
Unrecognized prior SEIVICE COSE .. ...ttt ettt —
Prepaid (accrued) benefit COSt . ... oo\ttt e $ D

The Componehts of pension cost were as follows for the period October 6, 2001 to December 31, 2001 (in
millions):

Components of net periodic benefit cost

SEIVICE COSE . . vttt ittt et e e e e e $
Interest COSt . ..ottt e e e
Expected return on plan assets ........... .. i e ¢8
Recognized actuarial (gain) 10SS . ... ..ot —
Net periodic benefit cost .. ... ... . e $ 1
Special termination benefits ......... ... . 2
Total Pension COSt . ... ...\ttt e $ 3

The following assumptions were used in accounting for the pension plans as of December 31, 2001:

Weighted average discount TAIE .\ttt 7.25%
Rate of increase in compensationlevels . ........... ... . .. i i, 5.00%
Expected long-term rate of returnon plan assets ............. ..., 9.00%
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Thrift and Profit Sharing Plan. The company sponsors an employee thrift and profit sharing plan under
Section 401(k) of the Internal Revenue Code. This plan covers substantially all full-time employees. The
company matches employee contributions of up to six percent of compensation at rates ranging from 35 to
100 percent, depending upon financial performance.

Amounts charged to expense relating to the Thrift and Profit Sharing Plan by the company were $2 million
for the period October 6, 2001 to December 31, 2001. The employer match was 100% in 2001.

Other Benefir Plans. Certain executives and key employees of the company participate in incentive benefit
plans which provide for the granting of shares and/or cash bonuses upon meeting performance objectives. See
Note 11 of the Notes to Financial Statements.

GEORGIA-PACIFIC PLANS

Defined Benefit Pension Plans. Most of The Timber Company’s employees participated in
noncontributory defined benefit pension plans. These include plans that are administered solely by Georgia-
Pacific. Georgia-Pacific’s funding policy for solely administered plans is based on actuarial calculations and the
applicable requirements of federal law.

Benefits under the majority of plans for hourly employees were primarily related to years of service.
Georgia-Pacific had separate plans for salaried employees and officers under which benefits were primarily
related to compensation and years of service. The officers’ plan was not funded and is nonqualified for federal
income tax purposes.

Plan assets consisted principally of common stocks, bonds, mortgage securities, interests in limited
partnerships, cash equivalents and real estate.

The following table sets forth the change in projected benefit obligation and the change in plan assets.for the
solely administered plans allocated as described in Note 1 of the Notes to Financial Statements under “Basis of
Presentation:”

December 30,
2000

(In millions)

Change in projected benefit obligation

Projected benefit obligation at beginning of year . ........................ $ 16
SEIVICE COSL . . ittt e 1
Interest CoSt . ..ot e 1
Actuarial GAINS . ... .. e —
Benefits paid ... ... ... M
Projected benefit obligation atendof year .. ........... ... ... ... ... ... 17

Change in plan assets

Fair value of assets at beginningof year ........... ... ... ... ... ... . ... $ 25
Actual return on plan assets .......... . i —
Employer contributions . ......... .. .. e —
Benefitspaid .. ... .o e (D)

Fair value of assets atendof year ............ ... ... ... .. ... . .. $ 24
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The funded status and the amounts recognized on the accompanying balance sheet for the solely
administered plans are set forth in the following table:

December 30,
2000
"(In millions)
Funded Statis . ........ . oot $ 7
Unrecognized actuarial gain . ....... .. ... i @)
Unrecognized prior SEIVICE COSE .. ..ot it —
Unrecognized net (asset) obligation . ..., —
Net (accrued) prepaid benefitcost ....... .. ... ... .. i i $_—_—~
Amounts recognized on the balance sheet consist of:
Prepaid pension COSt . ... .\ttt e $—
Accrued pension liability ......... .. ... .. o —
$—

Net amountrecognized .. ... . i e

The Timber Company’s share of the net periodic pension cost for solely administered pension plans
included the following:

Year ended
December 30, January 1,
2000 2000
(In millions)
Service cost of benefits earned . .......... .. il $ 1 $ 1
Interest cost on projected benefit obligation ......................... 1 1
Expected returnon planassets ............ ... i i, ) 2)
Net periodic pension COSt . . .. ..ottt e $— $—
The following assumptions were used:
Year ended
December 30, January 1,
2000 2000
Discount rate used to determine the projected benefit obligation .. ....... 7.5% 7.5%
Rate of increase in future compensation levels used to determine the
projected benefit obligation ........... . ... .. . . i 5.6% 5.7%
Expected long-term rate of return on plan assets used to determine net
periodic pension COSt ... ...ttt e 9.5% 9.5%

During the period December 31, 2000 to October 5, 2001, The Timber Company’s net periodic pension cost
was less than $1 million. Except as described above, on October 6, 2001, in connection with The Timber
Company Merger, The Timber Company’s projected benefit obligation and plan assets were assumed by
Georgia-Pacific.

Defined Contribution Plans. Georgia-Pacific sponsored several defined contribution plans to provide
eligible employees with additional income upon retirement. Georgia-Pacific’s contributions to the plans were
based on employee contributions and compensation. The allocated portion of Georgia-Pacific’s contributions
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related to The Timber Company totaled $1 million for the period December 31, 2000 to October 5, 2001 and for
2000 and 1999. Under the terms of The Timber Company Merger, Georgia-Pacific retained the obligation to fund
and pay all vested benefits under this plan.

Health Care and Life Insurance Benefits. Georgia-Pacific provided certain health care and life insurance
benefits to eligible retired employees. Salaried participants generally became eligible for retiree health care
benefits after reaching age 55 with 10 years of service or after reaching age 65. Benefits, eligibility and cost-
sharing provisions for hourly employees varied by location and/or bargaining unit. Generally, the medical plans
paid a stated percentage of most medical expenses, reduced for any deductible and payments made by
government programs and other group coverage. The plans were funded through a trust established for the
payment of active and retiree benefits. Georgia-Pacific contributed to the trust in the amounts necessary to fund
current obligations of the plans. Under the terms of The Timber Company Merger agreement, Georgia-Pacific
retained the obligation to fund and pay all vested benefits under this plan.

The following tables set forth the change in projected benefit obligation and the amounts recognized on the
accompanying balance sheet:

December 30,
2000

(In millions)
Change in projected benefit obligation . .. ..............................
Projected benefit obligation at beginningof year . . ....................... $ 1
Actnarial 10SSes . .. ...

121

Projected benefit obligation atendof year . .......... .. ... ... ... ... ...

December 30,

2000

(In millions)
Funded status . ......... it $ )
Unrecognized actuarial fosses ....... ... . i i —
Unrecognized prior service cost ....... e —
Unrecognized netobligation .. ........ . ... . i —
Net accrued benefit COSt . . ... vit ittt et $ D
Amounts recognized on the balance sheet consist of:
Prepaid benefit COSt ... ...ttt $—
Accrued benefit liability ........ ... e (1)
Netamountrecognized .. ... .. ... .. ... e (1)

The Timber Company’s net periodic postretirement benefit cost consisted of service cost of benefits earned,
interest cost on accumulated postretirement benefit obligation and amortization of gains and losses. Total net
periodic benefit costs were less than $1 million for the period December 31, 2000 to October 5, 2001 and for
2000 and 1999.

For measuring the expected postretirement benefit obligation for 2000, Georgia-Pacific assumed separate
annual rates of increase in the per capita claims costs for its pre-age 65 and older claims of 7.5% and 10.0%
respectively. An annual rate of increase in per capita claims cost of 7% was assumed for 1999 for measuring the
expected postretirement benefit obligation. The rates were assumed to decrease gradually to 5.5% in 2006 and
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remain at that level thereafter. The weighted average discount rate used in determining the accumulated
postretirement benefit obligation was 7% at both December 30, 2000 and January 1, 2000.

If the annual health care cost trend rate were increased by 1%, the accumulated postretirement benefit
obligation would have increased by 10% as of December 30, 2000 and 13% as of January 1, 2000. The effect of
this change on the aggregate of service and interest costs would be an increase of 15% for 2000 and 13% for
1999.

If the annual health care cost trend rate were decreased by 1%, the accumulated postretirement benefit
obligation would have decreased by 9% as of December 30, 2000 and 11% as of January 1, 2000. The effect of
this change on the aggregate of service and interest costs would be a decrease of 13% for 2000 and 12% for
1999.

Note 11. Stock-Based Compensation Plans

Prior to the merger with Plum Creek, certain Timber Company and Georgia-Pacific employees received
stock options with respect to Timber Company Stock. In accordance with the merger agreement for The Timber
Company Merger, outstanding options with respect to The Timber Company Stock were converted to Plum
Creek options on October 6, 2001. The option price and number of options were adjusted for the 1.37 to
1 exchange ratio. Furthermore, in connection with the merger with Plum Creek, The Timber Company acquired
Plum Creek’s long-term incentive plans. All Plum Creek incentive plans will remain in effect and have been
accounted for in the purchase price allocation. Therefore, the disclosure below reflects the Plum Creek long-term
incentive plans from October 6, 2001 to December 31, 2001 and the Georgia-Pacific long-term incentive plans
from January 1, 1999 to October 5, 2001.

PLUM CREEK’S LONG-TERM INCENTIVE PLANS

Plum Creek has a Stock Incentive Plan (that was approved by its stockholders in May 2000) that provides
for the award of non-qualified stock options, restricted stock, dividend equivalents and value management
awards. The total number of shares of common stock reserved and eligible for issuance under the plan is
3,425,000, in addition to the 3.9 million (after adjusting for the exchange ratio) Timber Company Stock options
that were converted to Plum Creek stock options in connection with The Timber Company Merger.

Stock Options

Under the plan, non-qualified stock options may be granted to any officer, director, employee, consultant or
advisor of the company. Each stock option granted allows the recipient the right to purchase the company’s
common stock at the fair market value of the company’s common stock on the date of the grant. Generally, the
stock options have a ten-year term and vest over a four-year period at a rate of 25% per year. Under the plan, the
exercise price of an option may not be reduced.

Restricted Stock

Under the plan, restricted stock of the company may be awarded to certain officers and employees of the
company. Restricted stock may not be sold, assigned, transferred, pledged or otherwise disposed of for a period
of time from the date on which the restricted stock was granted. The recipients of restricted stock generally have
the rights of stockholders of the company with respect to voting and receipt of dividends during the restricted
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period. Termination of employment prior to the end of the restricted period will require the return of the
restricted stock to the company. As of December 31, 2001, the company had outstanding 40,000 shares of
restricted stock under this plan and prior arrangements.

Dividend Equivalents

Under the plan, dividend equivalents may be granted in connection with stock options. Dividend equivalents
represent the right to receive a payment equal in value to the per-share dividend paid over a five year period by
the company multiplied by the number of unexercised stock options. Each year during the five year performance
period for each dividend equivalent right granted, a participant may earn an amount equal to the company’s
current year dividend plus prior year unearned dividends to the extent the company’s total shareholder return on
an annualized basis equals or exceeds 13% for 15 trading days out of any 30 trading day period in any given
year. The total stockholder return computation consists of the company’s stock price appreciation plus dividends
paid. Payments related to the achievement of any performance goal will be made at the end of the five-year
performance period, and will be made half in cash and half in the company’s common stock. At December 31,
2001, 658,583 dividend equivalents have been granted to employees and officers of the company.

If a participant terminates employment prior to the end of the five-year performance period, a cash payment
will be made for any performance goals achieved in connection with vested stock options through the last day of
employment. Payment related to unvested stock options and performance goals achieved after termination of
employment are forfeited.

Value Management Awards

Under the plan, value management awards provide incentive compensation to participants over a three-year
period that is contingent upon performance measured against the performance of a peer group of forest products
companies. Value management awards are earned in whole or in part based on a sliding scale. No value
management award is earned if the company’s total stockholder return is below the 50 percentile of the peer
group. The full value management award is earned if the company’s total stockholder return is above the 75t
percentile. :

At December 31, 2001, 43,330 value management units, net of forfeitures, had been awarded to employees
and officers of the company. A unit has a face value of $100. The value of an award between the 50* and 75
percentile is a sliding scale between 0% and 200% of the face value. At the end of the performance period, the
awards will be paid 50% immediately after the performance period and 50% one year later. Each payment will be
paid half in cash and half in the company’s common stock. Generally, to be entitled to the payment, a participant
must be employed by the company on the award payment dates.

Accounting for Stock-Based Compensation

The company accounts for employee stock options in accordance with Accounting Principles Board Opinion
No. 25 (APB 25), “Accounting for Stock Issued to Employees.” Under APB 25, the company generally
recognizes no compensation expense related to employee stock options, as no options are granted at a price
below the market price on the date of the grant. However, an expense will be amortized over the remaining
vesting period for all unvested Plum Creek stock options as of the merger date to the extent Plum Creek’s stock
price exceeded the option exercise price on the merger date. The company generally recognizes compensation
expense for restricted stock, dividend equivalents and value management awards based on the expected value of
the award upon vesting and accrues the expense over the vesting period. Compensation expense for the above
awards is based on estimates and may require adjustments to those estimates in future periods.
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The accrued liability for the above plans as of the merger date, October 6, 2001, was $5 million.
Compensation expense in connection with the plans was $1 million for the period October 6, 2001 to
December 31, 2001.

Presented below is a summary of stock option plan activity since the date of The Timber Company Merger.
The balance at October 6, 2001 represents the Timber Company Stock options that were converted to Plum
Creek stock options in connection with the merger.

Wtd. avg.
Options exercise price
Balance, October 6, 2001 ......... ... .. ... i 3,841,394 $16.57
Plum Creek Options Acquired in MErger . ............ooveeeennnenn... 583,700 $25.94
Granted ... ... .. 79,883 $24.95
Exercised . . ... . 1,882,352 $16.86
Cancelled or Forfeited ........ ... ..., 7,055 $20.96
Balance, December 31, 2001 ... ... i 2,615,570 $18.69
Options Exercisable, December 31,2001 .......... ... .. ... ... ...... 2,051,162 $16.71

The following table summarizes the options outstanding and exercisable at December 31, 2001:

Options Outstanding Options Exercisable
Wtd. Avg. Wtd. avg. Witd. avg.
Range of Prices Number Remaining life exercise price Number exercise price

$25.625 287,200 8.3 years $25.625 72,550 $25.625

$26.25 291,500 9.1 years $ 26.25 — —
$24.95 79,883 9.7 years $ 24.95 26,625 $ 2495
$15.29 - $16.42 665,173 5.2 years $ 15.63 665,173 $ 15.63
$16.94 - 518.34 1,291,814 4.6 years $ 17.62 1,291,814 $ 17.62

The company has adopted the disclosure-only provisions of Statement of Financial Accounting Standards
No. 123, “Accounting for Stock-Based Compensation.” Had compensation costs been determined based on fair
value consistent with the provisions of this statement, the company’s pro-forma net income and earnings per
share for the year ended December 31, 2001 would have been as follows (in millions, except per share data):

Net Income—as 1eported . ... ... .ottt e $338
Net Income—proforma . ... ... .. e $335
Basic earnings per share—as reported . ....... ... . . i e $2.61
Basic eamnings per share—proforma ........ ... .. ... ... i i $2.59
Diluted earnings per share—as reported ............ ... ...t $2.58
Diluted earnings per share—proforma ....... ... ... . .. ... L i $2.56

The above pro forma amounts were computed using the following assumptions:

1. Outstanding Timber Company Options. Timber Company options that were converted to Plum Creek
options in connection with The Timber Company Merger were based on a weighted-average fair value
of $7.07 per share as of July 17, 2000, the date of the latest modification. Since The Timber Company
options were all vested as of the merger date, the entire fair value was expensed in computing 2001 pro
forma net income. Furthermore, a portion of the grant date fair value for The Timber Company options
was amortized in computing 2001 pro forma net income for the period between December 31, 2000
and October 5, 2001.
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2. Outstanding Plum Creek Options. Plum Creek options that were outstanding on the merger date were
based on a weighted-average fair value of $2.93 per share as of the merger announcement date of
July 18, 2000. Pro forma net income was computed based on amortizing the fair value of the unvested
options over the remaining vesting period.

3. Newly Granted Plum Creek Options. Plum Creek options that were granted on October 8, 2001 were
based on a fair value of $2.01 per share as of the grant date. Pro forma net income was computed based
on amortizing the fair value of these options over their vesting period.

The above weighted-average fair values were computed using the Black-Scholes option valuation model
with the following assumptions:

Timber  Outstanding Newly Issued
Company Plum Creek  Plum Creek

Options Options Options
Expected lifeinyears ......... ..., 5 7 7
Risk-free interestrate ........................... 6.2% 6.5% 4.4%
Expected volatility ....... ... o ity 34% 24% 25%
Dividend yield . ... ..... P 4.0% 8.4% 9.1%

GEORGIA-PACIFIC’S LONG-TERM INCENTIVE PLANS

Georgia-Pacific’s authorized capital stock included 250 million shares of Timber Company Stock. In
connection with the merger, holders of stock options to purchase Timber Company Stock received Plum Creek
options using the exchange ratio of 1.37 to one.

1997 Long-Term Incentive Plans. Georgia-Pacific reserved 3,800,000 shares of Timber Company Stock
for issuance under The Timber Company 1997 Long-Term Incentive Plan (“The Timber Company Plan™).
Options covering 950 shares and 624,250 shares were granted under The Timber Company Plan on January 28,
1999 and January 21, 2000, respectively. These grants have a 10-year term and vest ratably over four and three-
year periods, except that all grants vested in connection with The Timber Company Merger.

Employee Stock Purchase Plan. Georgia-Pacific reserved 1,500,000 shares of Timber Company Stock for
issuance under the 2000 Employee Stock Purchase Plan (the “2000 Purchase Plan”), which offers employees the
right to subscribe for shares of Timber Company Stock at a subscription price equal to 90% of the lower of the
price per share on the first day or the last day of the purchase period. The purchase period for the initial one-year
period begins on July 1, 2000 and ends on June 30, 2001. An employee may terminate his or her subscription at
any time before he or she pays the full price of the shares subscribed and will receive in cash, the full amount
withheld, without interest.

1995 Outside Directors Stock Plan. Georgia-Pacific reserved 200,000 shares of Timber Company
common stock for issuance under the 1995 Qutside Directors Stock Plan (the “Directors Plan”), which provides
for the issuance of shares of common stock to non-employee directors of Georgia-Pacific on a restricted basis.
Each non-employee director was issued 647 and 346 restricted shares of Timber Company common stock in
2000 and 1999, respectively. These shares were redeemed in connection with the merger.

Employee Stock Option Plans. The 1995 Shareholder Value Incentive Plan (the “SVIP”) provides for the
granting of stock options having a term of either 5%2 or 10 years to officers and key employees. Under the
amended and restated SVIP, no further grants may be made under the plan. Options having a term of 10 years
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become exercisable in 92 years unless certain performance targets tied to Georgia-Pacific’s common stock
performance were met, in which case the holder could exercise such options after 3, 4 or 5 years from the grant
date. Options having a term of 5%2 years may be exercised only if such performance targets are met in the third,
fourth or fifth year after such grant date. At the time options are exercised, the exercise price is payable in cash or
by surrender of shares of common stock already owned by the optionee. All shares were vested as of February
2000.

The 1994 Employee Stock Option Plan (the “1994 Option Plan”) provide for the granting of stock options to
certain nonofficer key employees. Under the 1994 Option Plan, Georgia-Pacific issued 146,350 shares of Timber
Company common stock in 1999. All remaining options were exercised in February 1999.

Following the Letter Stock Recapitalization, described in Note 1 of the Notes to Financial Statements, each
outstanding stock option under the SVIP and the 1994 Option Plan were converted into separately exercisable
options to acquire a number of shares of Timber Company Stock, each of which equaled the number of shares of
Existing Common Stock specified in the original option. The exercise prices for the resulting Timber Company
common stock options were calculated by multiplying the exercise price under the original option from which
they were converted by a fraction, the numerator of which was the average of the high and low price of Timber
Company common stock on December 17, 1997 and the denominator of which was the sum of such Georgia-
Pacific Group and The Timber Company common stock prices. This was intended to ensure that the aggregate
intrinsic value per share was not reduced.

Additional information relating to Georgia-Pacific’s Timber Company employee common stock options are
provided below. All amounts have been retroactively restated to reflect the 1.37 to 1 exchange ratio.

TIMBER COMPANY COMMON STOCK OPTIONS

Period from December 30, 2000
to October 5§, 2001

Weighted Average
Shares Exercise Price
Option outstanding at December 30,2000 . ........ ... ... ... ... . oL 6,726,289 $16.39
Options granted/converted ... ... ... i — —
Options exercised/surrendered .. ...... ...t (2,859,711} 16.15
Options cancelled ... ... i e e M) 16.43
Options outstanding at October 5,2001 . ....... ... ... . ... 3,841,394
Year ended December 30, 2000
Weighted Average
Shares Exercise Price
Options outstanding at January 1,2000 ................... ... .. ... ... ..... 6,805,681 $16.30
Options granted/converted . ... ... ... e 855,223 16.42
Options exercised/surrendered . ... (903,653) 15.74
Optionscancelled . . ... ... i e (30,962) 16.18
Options outstanding at December 30,2000 .............. ... ... it 6,726,289 $16.39
Options outstanding for grant at December 30,2000 ........................ 2,964,954
Total reserved SHares . ...t 9,691,243
Options exercisable at December 30,2000 ........ ... .. ... ... .. ..l 5,552,298 $16.28
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Year ended January 1, 2000

Weighted Average
Shares Exercise Price

Options outstanding at January 1, 1999 ... ... ... i 7,608,775 $16.25
Options granted/converted .. ... ... .. 1,302 16.47
Options exercised/surrendered .. ... ... ... e (571,496) 15.75
Options cancelled . . ... ... (232,900) 15.84
Options outstanding at January 1,2000 . ........ ... .. i 6,805,681 $16.30
Options outstanding for grant at January 1,2000 ........................... 1,765,177

Total reserved shares ... ... i i 8,570,858

Options exercisable at December 30,2000 ........... ... ... ... . . ... ... .. 4,072,188 $16.29

The Timber Company elected to account for its participation in stock-based compensation plans of Georgia-
Pacific under APB Opinion No. 25 and disclose pro forma effects of the plans on net income and earnings per
share as provided by SFAS No. 123. Accordingly, no compensation cost has been recognized for the SVIP, The
Timber Company Plan or the 2000 Purchase Plan. Had compensation cost for these plans been determined based
on fair value at the grant dates in 2000 or 1999 under the plan consistent with the method of SFAS No. 123, the
pro forma net income and earnings per share would have been as follows:

Year ended
December 30, 2000 January 1, 2000

Net Net Income Net Net Income
Income per share* Income per share*

(In millions, except per share amounts)
ASTEPOrtEd ..\ it $162 $1.44 $398 $3.53
Proforma ..... ... ... . . ... . .. 159 1.41 392 3.48

*  Represents basic earnings per share, calculated after giving effect to the mergers (see Note 1 of the Notes to
Financial Statements). Pro forma diluted earnings per share was $1.40 in 2000 and $3.44 in 1999,

The fair-value-based method of accounting for stock-based compensation plans under SFAS No. 123
recognizes the value of options granted as compensation cost over the option’s vesting period and has not been
applied to options granted prior to January 1, 1995. Accordingly, the resulting pro forma compensation cost is
not representative of what compensation cost will be in future years.

Following are the weighted average assumptions used in connection with the Black-Scholes option pricing
model to estimate the tair value of options grated in 2000 and 1999:

Year ended
January 1,

December 30, 2000 2000

Options ESPP* Options
Risk-free interestrate . ..........vonetirimnen e, 6.7% 6.1% 4.9%
Expected dividend yield .............. ... . ol 4.4% 4.5% 4.4%
Expectedlife ... ... .. . . 10 years 1 year 9 years
Expected volatility ........... .. .. it 0.38 0.38 0.32
Option forfeiture rate ....... ... .o, 3% 8.6% 3%

*  Employee Stock Purchase Plan
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The weighted average grant date fair value per share of Timber Company Stock options granted during the
year using the Black-Scholes option pricing model was $7.35 and $7.89 for 2000 and 1999, respectively. The
weighted average grant date fair value per share of shares subscribed under the 2000 Purchase Plan was $4.34 for
The Timber Company. The total pro forma compensation cost calculated under SFAS No. 123 was allocated
between the Georgia-Pacific Group and The Timber Company based on the number of employees in each group
for periods prior to December 17, 1997. Georgia-Pacific’s management believed that this method of allocation
was equitable and provided a reasonable estimate of the costs attributable to The Timber Company.

Note 12. Related-Party Transactions

Prior to the merger with Plum Creek on October 6, 2001, The Timber Company was a separate operating
group of Georgia-Pacific, and as such, was engaged primarily in the growing and selling of timber on the
approximately 4.7 million acres of timberlands that Georgia-Pacific owned or leased. A substantial portion of
each year’s harvest was sold to the Georgia-Pacific Group for consumption in their numerous mills. For the
period December 31, 2000 to October 5, 2001 and for each of 2000 and 1999, timber revenues from sales
between The Timber Company and the Georgia-Pacific Group were based on prices intended to reflect fair
market prices based on prices paid by independent purchasers and sellers for similar kinds of timber.

The Timber Company sold timber to the Georgia-Pacific Group totaling $144 million for 2001 through the
merger date, October 6, 2001, and $239 million and $323 million for the years ending 2000 and 1999,
respectively.

During the second quarter of 1998, Georgia-Pacific Group and The Timber Company revised the original
terms of the operating policy with respect to sales of timber by The Timber Company to Georgia-Pacific Group.
This revised policy was implemented on July 1, 1999 and remained in effect through 2000. Under the policy, The
Timber Company was required to offer 70% of its projected annual harvest in southeast Arkansas and
Mississippi and 80% of its projected annual harvest in most of its Southern forests to Georgia-Pacific Group, and
Georgia-Pacific Group was required to purchase not less than 50% nor more than 70% of the projected annual
harvests in southeast Arkansas and Mississippi, and not less than 60% nor more than 80% of the projected annual
harvest in other Southern forest basins. The provisions in the policy were intended to cause prices paid by
Georgia-Pacific Group for timber sold by The Timber Company to reflect market prices in particular forests, to
allow Georgia-Pacific Group more flexibility in purchasing wood from third parties, and to allow The Timber
Company flexibility in the timing of sales of its annual harvest on the open market.

In 2000, the Georgia-Pacific Group and The Timber Company negotiated a new ten-year timber supply
agreement which became effective January 1, 2001 and was subject to an automatic ten-year renewal period,
unless either party delivered a timely termination notice. This agreement covered four key southern timber
basins: Southeast Arkansas, Mississippi, Florida, and Southeast Georgia. Under the agreement, The Timber
Company had to offer to Georgia-Pacific Group specified percentages of its annual harvest, subject to absolute
minimum and maximum limitations in each basin. Georgia-Pacific Group could elect between 36% and 51% of
The Timber Company’s annual harvest each year in Mississippi, Florida and Southeast Georgia, and between
52% and 65% in Southeast Arkansas. The total annual volume softwood was to range from a minimum of
2.7 million tons to a maximum of 4.2 million tons. The prices for such timber were to be negotiated at arm’s
length between The Timber Company and Georgia-Pacific Group every six months, and were to be set by third
party arbitration if the parties could not agree. A new agreement on substantially the same terms was entered into
with Plum Creek in conjunction with The Timber Company Merger.

The Timber Company and Georgia-Pacific Group also entered into a one year supply agreement for 2001
under which The Timber Company delivered 42 million board feet of Douglas-fir and Western Hemlock
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sawtimber to Georgia-Pacific Group’s sawmills at Coos Bay and Philomath, Oregon as well as 13 thousand green
tons of pulpwood to the Georgia-Pacific Group Toledo pulp mill. Prices were based on prevailing market prices.

In addition to timber sales between The Timber Company and the Georgia-Pacific Group, The Timber
Company had the following recurring related party transactions with the Georgia-Pacific Group as a result of The
Timber Company being organized as a separate operating group of Georgia-Pacific:

1. General and Administrative Expenses. A portion of Georgia-Pacific’s general and administrative
expenses were allocated to The Timber Company. General and administrative expenses of $2 million were
allocated to The Timber Company for the period December 31, 2000 to October 5, 2001, $3 million for 2000 and
$3 million for 1999. See Note 1 of the Notes to Financial Statements.

2. Intercompany Debt and Related Interest Expense. At June 30, 1997, $1.0 billion of Georgia-Pacific’s
total debt was allocated to the Timber Company. Subsequent to the original allocation, The Timber Company’s
intercompany debt was increased or decreased by the amount of any net cash generated by, or required to fund,
its operating activities, investing activities and financing activities. Intercompany allocated debt was
$644 million as of October 6, 2001 (the merger date) and $640 million as of December 30, 2000. Interest expense
was charged to The Timber Company in proportion to the respective amount of its debt at a rate equal to the
weighted-average interest rate of Georgia-Pacific’s debt calculated on a quarterly basis. Net interest expense of
$31 million was allocated to The Timber Company for the period December 31, 2000 to October 5, 2001,
$44 million for 2000 and $69 million for 1999. See Notes 1 and 6 of the Notes to Financial Statements.

3. Employee Benefit Costs. Prior to the merger with Plum Creek on October 6, 2001, The Timber
Company employees were generally covered by Georgia-Pacific’s Defined Benefit Pension Plan, Defined
Contribution Plan and Health Care and Life Insurance Benefit Plan. As a result, a portion of Georgia-Pacific’s
employee benefit costs were allocated to The Timber Company based on number of employees and allocated
share of plan assets. Net periodic pension costs and net periodic postretirement benefit costs allocated to The
Timber Company for period December 31, 2000 to October 5, 2001, and for each of 2000 and 1999 were less
than $1 million. See Notes 1 and 10 of the Notes to Financial Statements.

4. Capital Transactions. Since The Timber Company was not a separate legal entity but rather an
operating division of Georgia-Pacific, Timber Company’s Stock, the only equity issued with respect to The
Timber Company, represented a class of Georgia-Pacific’s common stock. As a result, cash payments incurred
by Georgia-Pacific with respect to dividends and the redemption of shares of Timber Company Stock were
allocated to The Timber Company. Furthermore, proceeds from the exercise of stock options with respect to
Timber Company Stock were allocated to The Timber Company. Cash for the payment of dividends with respect
to Timber Company Stock was $61 million for the period December 31, 2000 to October 5, 2001, $81 million for
2000 and $84 million for 1999. Cash for the repurchase of stock with respect to Timber Company Stock was
$78 million for 2000 and $131 million for 1999. Cash proceeds with respect to the exercise of stock options and
the purchase of employee stock for Timber Company Stock was $58 million (which includes a benefit of
$12 million for the related tax deduction) for the period December 31, 2000 to October 5, 2001, $14 million for
2000 and $25 million for 1999.
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5. Income Taxes. Georgia-Pacific filed consolidated federal and state income tax returns, and as a result,
a portion of Georgia-Pacific’s income tax expense was allocated to The Timber Company. The following
amounts of Georgia-Pacific’s consolidated income tax expense for the periods indicated were allocated to The
Timber Company (in millions):
Period from —_Years Ended
Dec. 30,2000 Dec. 30, Jan.l,
to Oct. 5, 2001 2000 2000
Current Tax Expense .. ........... ..o iiiiinn.. $56 $67  $125
Deferred Tax Expense ........ ... oo, $13 $30 8131

Current taxes payable were settled quarterly between The Timber Company and the Georgia-Pacific Group.
Therefore, there were no outstanding tax-related balances due to or from the Georgia-Pacific Group as of the
balance sheet dates. See Notes 1 and 5 of the Notes to Financial Statements.

Furthermore, in connection with the merger with Plum Creek, The Timber Company had the following
related party transactions with the Georgia-Pacific Group:

1. Merger Costs. Georgia-Pacific Group allocated The Timber Company $20 million of merger-related
costs. These costs were capitalized by The Timber Company and included in the purchase price allocation.

2. Installment Notes. Certain installment notes receivable and related commercial paper and deferred
income tax liabilities were transferred to the Georgia-Pacific Group in connection with the merger. The
installment notes receivable and associated deferred income tax liabilities related to prior bulk sales of
timberlands. The commercial paper relates to the monetization of the installment notes. Furthermore, in
connection with the transfer, The Timber Company’s intercompany allocated debt was increased by $85 million
which was approximately equal to the net present value of the installment notes, commercial paper and deferred
income tax liabilities. The increase in intercompany allocated debt of $85 million was accounted for as a
dividend and the net book value of the installment notes, commercial paper and deferred tax liabilities was
accounted for as a capital contribution. See Note 8 of the Notes to Financial Statements.

3. Insurance Premiums. Georgia-Pacific Group allocated The Timber Company $24 million for the cost
of tax risk insurance. The increase of allocated intercompany debt of $24 million was accounted for as a
dividend. See Note 8 of the Notes to Financial Statements.

4. Property Sales. The Timber Company sold some land to the Georgia-Pacific Group in close proximity
to several of the Georgia-Pacific Group’s mill sites for $13 million less allocated income tax expense of
$5 million. The $13 million purchase price was accounted for as a capital contribution and the related
reimbursement for taxes was accounted for as a dividend. See Note 8 of the Notes to Financial Statements.

Plum Creek is party to a registration rights agreement with its former general partner, referred to as selling
stockholders, prirsuant to which Plum Creek agreed to register the selling stockholders’ shares of the company’s
common stock under applicable federal and state securities laws under specific circumstances and at specific times.
The registration rights agreement provides for cross-indemnification of the selling stockholders and the company
and the directors, officers and controlling persons of the selling stockholders and the company, respectively, against
specific liabilities arising in connection with the offer and sale of the company’s common stock, including liabilities
arising under the Securities Act of 1933, as amended. In November 2001, pursuant to the terms of the registration
rights agreement, the selling stockholders asked the company to register for public sale under the Securities Act up
0 9,851,633 shares of common stock of the company owned collectively by the selling stockholders. The company
incurred costs relating to the registration of these securities of approximately $425,000.
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Norfolk Southern Railway Company and its subsidiaries provide rail transportation services to the company
and its subsidiaries at rates fixed in accordance with applicable law or by governmental authority. A director of
the company, Mr. Tobias, is also a director and officer of Norfolk Southern Railway Company. The total amount
paid by the company during 2001 for such services was $1,047,000.

Note 13. Commitments and Contingencies

The company is subject to regulations regarding forest and harvest practices and are, from time to time,
involved in various legal proceedings, including environmental matters, incidental to its business.

As part of its environmental compliance program, the company undertook a historical review of capital
improvement projects at its Montana manufacturing facilities to evaluate compliance with the Clean Air Act. The
review led to the discovery of four potential violations resulting from projects at the Columbia Falls and
Evergreen facilities that occurred between 1988 and 1992. The company voluntarily disclosed this information to
the Environmental Protection Agency (“EPA”) under its Voluntary Disclosure and Cooperation Policy (“EPA
Policy™), and to the state of Montana Department of Environmental Quality (“Montana DEQ”) under the
Montana Voluntary Disclosure Act (“Montana Act”). On meeting specified conditions and subject to the nature
and seriousness of the offenses, both the EPA Policy and the Montana Act provide for elimination of any penalty.

The company is presently in discussions with Montana DEQ to resolve the agencies’ response to the
company’s voluntary disclosures. The company has provided additional requested information and will submit
applications to resolve permitting and control equipment issues. The company, however, cannot predict whether
it will be required to pay any monetary penalties or whether it will be required to install any additional pollution
control equipment.

While administration of current regulations and any new regulations or proceedings have elements of
uncertainty, it is anticipated that no pending legal proceedings or regulatory matters will have a materially
adverse effect on the financial position, results of operations or liquidity of the company.

The company has contracted to source logs and supply fiber with customers under long-term agreements at
prevailing market rates. The agreements range from one to 20 years with renewal options by either party for
periods ranging from five years to 15 additional years. These agreements expire beginning in 2003 through 2023.

The company leases buildings and equipment under non—cancelable operating lease agreements. Operating
lease expense was $1 million in each of the years 2001, 2000 and 1999. The company leases certain timberlands
under capital lease agreements. The net amount of timberlands under capital lease at December 31, 2001 was
$21 million. The following summarizes the future minimum operating lease payments and payments on capital
leases net of interest (in millions):

Operating  Capital

Leases Leases
200 $ 3 $1
2003 e 2 1
2004 . 1 1
20005 L e 1 1
2000 . e 1 1
Thereafter . ... o e e — j
Ot . e e $ 8 $20

I
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Note 14. Segment Information

The company is organized into ten business units on the basis of both product line and geographic region.
Each business unit has a separate management team due to geographic location, marketing strategies and/or
production processes. In applying SFAS No. 131, “Disclosures about Segments of an Enterprise and Related
Information”, these business units have been aggregated into five reportable segments based on similar long-term
economic characteristics. The company’s reportable segments are: (1) Northern Resources, (2) Southern
Resources, (3) Real Estate, (4) Manufactured Products and (5) Other. Prior to the merger with Plum Creek on
October 6, 2001, The Timber Company had only one reportable segment. The segment information for The
Timber Company has been restated to the beginning of 1999 to reflect these new segments.

The Northwest Resource unit and the Northeast Resource unit are aggregated into the Northern Resources
Segment. The Northern Resources Segment consists primarily of timberlands located in Montana, Maine, Oregon,
Wisconsin, Washington, West Virginia and western Virginia. The Northern Resources Segment grows timber
primarily for sale in domestic regional markets. Additionally, some logs are sold in export markets, primarily the
Pacific Rim countries and Canada. The Northern Resources Segment primarily sells softwood and hardwood
sawlogs and softwood and hardwood pulpwood. Softwood sawlogs are primarily sold to regional lumber and
plywood manufacturers. Logs harvested in Montana are primarily sold to our lumber and plywood mills (which are
part of the Manufactured Products Segment). Hardwood sawlogs are primarily sold to furniture manufactures.
Softwood and hardwood pulpwood is primarily sold to regional paper and packaging manufactures.

The South West Resource unit, the South Central Resource unit, the South East Resource unit and the South
Coastal Resource unit are aggregated into the Southern Resources Segment. The Southern Resources Segment
consists primarily of timberlands located in Georgia, Arkansas, Mississippi, Louisiana, Florida, South Carolina,
North Carolina, Oklahoma, Alabama, Texas and eastern Virginia. The Southern Resources Segment grows
timber primarily for sale in domestic regional markets. The Southern Resources Segment primarily sells
softwood sawlogs and pulpwood. Softwood sawlogs are primarily sold to regional lumber and plywood
manufacturers. Softwood pulpwood is primarily sold to regional paper and packaging manufactures.

The Real Estate Segment consists of sales of higher and better use timberlands and periodic sales of non-
strategic timberlands. It is estimated that 5% of the company’s 7.8 million acres of timberlands is located in
recreational areas or near expanding population centers and as such may be better suited for conservation,
residential or recreational purposes, rather than for long-term commercial timberland management. From time-
to-time the company has identified non-strategic timberlands that have been disposed of in bulk sales. Revenues
from non-strategic real estate sales were $442 million during 1999.

The lumber and panel businesses are aggregated into the Manufactured Products Segment. The
Manufactured Products Segment consists of four lumber mills, two plywood mills, two MDF facilities and one
lumber remanufacturing facility in Montana, and one lumber remanufacturing facility in Idaho. The lumber
facilities produce boards, studs, and dimension lumber and the panel facilities produce high-quality panels. All of
these products are targeted to domestic lumber retailers, home construction, and industrial customers, and to a
lesser extent, Canada, Pacific Rim countries and Western Europe. Residual chips are sold to regional pulp and
paper manufacturers. Revenues from manufactured products during 2001 were $49 million for lumber,
$24 million for plywood and $13 million for MDF. Prior to the merger with Plum Creek, The Timber Company
was not in the manufacturing business.

The Other Segment consists primarily of income associated with mineral extraction and communication and
transportation rights of way. Mineral income consists of royalty revenue from the extraction of oil and gas,
natural aggregates and coal. Additionally, through a joint venture, the company is in the process of exploring for
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and developing coalbed methane which may be found on some of its properties in West Virginia and Virginia. As
of December 31, 2001, the company has invested less than $1 million in its coalbed methane joint venture.

Segment data includes external revenues, intersegment revenues and operating income, as well as export
revenue and depreciation, depletion and amortization. The company evaluates performance and allocates capital
to the segments based on operating income before interest, unallocated corporate expenses and taxes. Asset
information is not reported by segment, as the company does not produce such information internally.

The table below presents information about reported segments for the years ending December 31, 2001,
December 30, 2000, and January 1, 2000 (in millions).

Northern Southern Real Manufactured

Resources Resources Estate Products Other Total
2001
External revenues ..................... $104 $319 § 80 $ 86 $ 9 § 598
Intersegment revenues . ................ 32 — — — — 32
Exportrevenues ...................... 4 — — 3 — 7
Depreciation, depletion and amortization .. 13 38 — 4 — 55
Operatingincome ..................... 30 187 59 1 8 285
2000
External revenues ..................... $79 $303 $103 — 8 $ 493
Intersegment revenues ................. — — — — — —
Exportrevenues ...................... — — — — — —
Depreciation, depletion and amortization . . 3 24 — — — 27
Operatingincome ..................... 27 198 85 — 8 318
1999
Externalrevenues . .........c.ooovunn... $138 $372 $512 — $ 6 $1,028
Intersegment revenues . ................ — — — — — —
Exportrevenues ...................... — — — — — —
Depreciation, depletion and amortization .. 4 38 — — — 42
Operating income ..................... 59 265 408 — 6 738

A reconciliation of total operating income to income before income taxes, for the years 2001, 2000 and 1999
is presented below (in millions). In the fourth quarter of 2001, the company changed its accounting policy with
respect to certain reforestation costs. See Note 1 of the Notes to Financial Statements for further details. The new
accounting policy was applied retroactively to the beginning of 2001. As a result, the Northern Resources 2001
operating income increased by $2 million and the Southern Resources 2001 operating income increased by
$16 million.

December 31, December 30, January 1,

2001 2000 2000
Total segment operating InCome . ...........oviiviunnnrnnn.n. $285 $318 3738
Interest eXpense, Net .. ... .ottt e 54 44 69
Corporate and other unallocated expenses ..................... 35 15 15
Income before iNCOME 1AXES ..o v v v et $196 $259 $654

Intersegment sales prices are determined quarterly, based upon estimated market prices and terms in effect
at the time. Export revenues consist of log sales, primarily to Japan and Canada, as well as manufactured product
sales primarily to Canada, Western Europe and the Pacific Rim countries. During 2001, 2000, and 1999, the
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company recognized revenues of $164 million, $239 million and $323 million, respectively, from sales to
Georgia-Pacific. The company does not hold any long-lived foreign assets.

Note 15. Unaudited Selected Quarterly Financial Data

2001 (as filed on Forms S-4, 8-K and 10-Q) Ist Qtr 2nd Qtr 3rd Qtr
(In millions, except per share data)
REVEIUES © . ottt e ettt et e e e as $113 $ 71 $ 121
GrossProfit .. ... .. .. .. . . .. 78 54 93
Operating Income .......... ... .. .. o, 69 45 83
NetIncome . ... i 36 22 46
Net Income per Share—Basic ... ......... ..o ou... $0.32 $0.20 $0.41
Net Income per Share—Diluted ...................... $0.32 $0.19 $0.40

In the fourth quarter of 2001 the company adopted a new accounting policy to capitalize timber reforestation
costs that were previously expensed. The new capitalization policy was applied retroactively as of December 31,
2000, and resulted in restating previously reported quarterly information. Presented below are the restated first,
second and third quarters along with the fourth quarter information.

-Z_(E 1st Qtr 2nd Qtr 3rd Qtr 4th Qtr(1)
Revenues (2) . ...t $117 $ 100 $ 141 $ 240
GrossProfit ....... ... . 80 61 97 68
Operating Income ........... ... ... ...... 71 52 g7 40
NetIncome .......... ... . . o, 37 27 48 226
Net Income per Share—Basic (3) .............. $0.33 $0.24 $0.43 $1.26
Net Income per Share—Diluted 3) ............ $0.32 $0.24 $0.42 $1.25
E(_)_Q 1st Qtr 2nd Qtr 3rd Qtr 4th Qtr
Revenues (2) . ...t $115 $117 $115 $ 146
GrossProfit . ... ... ... 84 79 73 105
OperatingIncome .......................... 75 68 64 96
NetIncome ............ .. ..., 40 34 32 56
Net Income per Share—Basic . ................ $0.36 $0.30 $0.28 $0.50
Net Income per Share—Diluted ............... $0.35 $0.30 $0.28 $0.49

(1) In the fourth quarter of 2001, the company completed the merger with The Timber Company in a
transaction that is being accounted for as a reverse acquisition. See Note 2 of the Notes to Financial
Statements. A one-time income tax benefit of approximately $216 million was recorded in the results of
operations. The benefit of approximately $216 million represents the elimination of a deferred tax liability
associated with temporary differences primarily related to timberlands.

(2) Plum Creek has reclassified The Timber Company’s historical reporting of real estate sales. Historically,
The Timber Company reported net gains from real estate sales as a reduction to cost of goods sold. Plum
Creek’s reporting practice is to include sales proceeds from real estate sales in revenues and related book
basis and expenses in costs and expenses. The reclassification of real estate sales had no impact on operating
income or net income.

(3) Net income per share is computed independently for each of the quarters presented. Therefore, the sum of
the quarterly net income per share does not equal the total computed for the year due to the issuance of
shares during the fourth quarter of 2001 in connection with the merger. See Note 8 of the Notes to Financial
Statements.
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REPORT OF INDEPENDENT ACCOUNTANTS

To the Board of Directors and Stockholders of
Plum Creek Timber Company, Inc.:

In our opinion, the accompanying consolidated balance sheet as of December 31, 2001 and the related
consolidated statement of income and of cash flow present fairly, in all material respects, the financial position of
Plum Creek Timber Company, Inc. at December 31, 2001, and the results of its operations and its cash flows for
the year then ended in conformity with accounting principles generally accepted in the United States of America.
These financial statements are the responsibility of the Company’s management; our responsibility is to express
an opinion on these financial statements based on our audit. We conducted our audit of these statements in
accordance with auditing standards generally accepted in the United States of America, which require that we
plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements, assessing the accounting principles used and significant estimates made
by management, and evaluating the overall financial statement presentation. We believe that our audit provides a
reasonable basis for our opinion. The financial statements of the Company as of December 30, 2000 and for the
year then ended were audited by other independent accountants whose report dated October 8, 2001 expressed an
unqualified opinion on those statements.

As discussed in Note 1 of the Financial Statements, the Company changed its method of accounting for
reforestation and silviculture costs effective January 1, 2001.

/?M ,Z,. e /.7,,74,,,0 2L

Seattle, Washington
January 29, 2002
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To Plum Creek Timber Company:

We have audited the accompanying combined balance sheets of The Timber Company (as described in Note
1) as of December 30, 2000 and January 1, 2000 and the related combined statements of income and cash flows
for each of the two years in the period ended December 30, 2000. These financial statements are the
responsibility of the Company’s management. Our responsibility is to express an opinion on these financial
statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the combined financial statements referred to above present fairly, in all material respects,
the financial position of The Timber Company as of December 30, 2000 and January 1, 2000 and the results of

their operations and their cash flows for each of the two years in the period ended December 30, 2000 in
conformity with accounting principles generally accepted in the United States.

/{,\M.WMMLL{)

Atlanta, Georgia
October 8, 2001
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REPORT OF MANAGEMENT

The management of Plum Creek Timber Company, Inc. is responsible for the preparation, fair presentation,
and integrity of the information contained in the financial statements in this Annual Report. These statements
have been prepared in accordance with generally accepted accounting principles and include amounts determined
using management’s best estimates and judgments. '

The company maintains a system of internal controls to provide reasonable assurance that assets are
safeguarded and that transactions are recorded properly to produce reliable financial records. The system of
internal controls includes appropriate divisions of responsibility, established policies and procedures (including a
code of conduct to promote strong ethics) that are communicated throughout the company, and careful selection,
training and development of our people. The company conducts a corporate audit program to provide assurance
that the system of internal controls is operating effectively.

Our independent certified public accountants have performed audit procedures deemed appropriate to obtain
reasonable assurance that the financial statements are free of material misstatement.

The Board of Directors provides oversight to the financial reporting process through its Audit and
Compliance Committee, which meets regularly with management, corporate audit, and the independent certified
public accountants to review the activities of each and to ensure that each is meeting its responsibilities with
respect to financial reporting and internal controls.

Rick R. Holley
President and Chief Executive Officer

s R Jrom

William R. Brown
Executive Vice President and Chief Financial Officer
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SUPPLEMENTARY FINANCIAL DATA
Unaudited Selected Quarterly Financial Data

2001 (as filed on Forms S-4, 8-K and 10-Q) 1st Qtr 2nd Qtr 3rd Qtr
(In millions, except per share data)
REVENUES . ..ot e ittt e $113 $ 71 $121
Gross Profit ........ .. . 78 54 93
OperatingIncome .......... ... ... .. ... ... ....... 69 45 83
NetIncome ........... i, 36 22 46
Net Income per Share—Basic .. ...................... $0.32 $0.20 $0.41
Net Income per Share—Diluted ...................... $0.32 $0.19 $0.40

In the fourth quarter of 2001 the company adopted a new accounting policy to capitalize timber reforestation
costs that were previously expensed. The new capitalization policy was applied retroactively as of December 31,
2000, and resulted in restating previously reported quarterly information. Presented below are the restated first,
second and third quarters along with the fourth quarter information.

w 1st Qtr 2nd Qtr 3rd Qtr 4th Qtr(1)
Revenues (2) .......ovviini i, $117 $ 100 $ 141 $ 240
GrossProfit ............ ... ... ... ... ..... 80 61 97 68
OperatingIncome .......................... 71 52 87 40
NetIncome ......... ... ..o i, 37 27 48 226
Net Income per Share—Basic (3) .............. $0.33 $0.24 $0.43 $1.26
Net Income per Share—Diluted 3) ............ $0.32 $0.24 $0.42 $1.25
&00 1st Qtr 2nd Qtr 3rd Qtr 4th Qtr
Revenues (2) ..o $115 $117 $115 $ 146
GrossProfit ......... ... v 84 79 73 105
OperatingIncome .......................... 75 68 64 96
NetIncome ......... ... .. 40 34 32 56
Net Income per Share—Basic ................. $0.36  $0.30  $0.28 $0.50
Net Income per Share—Diluted ............... $0.35  $0.30 $0.28 $0.49

(1) In the fourth quarter of 2001, the company completed the merger with The Timber Company in a
transaction that is being accounted for as a reverse acquisition. See Note 2 of the Notes to Financial
Statements. A one-time income tax benefit of approximately $216 million was recorded in the results of
operations. The benefit of approximately $216 million represents the elimination of a deferred tax liability
associated with temporary differences primarily related to timberlands.

(2) Plum Creek has reclassified The Timber Company’s historical reporting of real estate sales. Historically,
The Timber Company reported net gains from real estate sales as a reduction to cost of goods sold. Plum
Creek’s reporting practice is to include sales proceeds from real estate sales in revenues and related book
basis and expenses in costs and expenses. The reclassification of real estate sales had no impact on operating
income or net income.

(3) Netincome per share is computed independently for each of the quarters presented. Therefore, the sum of
the quarterly net income per share does not equal the total computed for the year due to the issuance of
shares during the fourth quarter of 2001 in connection with the merger. See Note 8 of the Notes to Financial
Statements.
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QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Approximately $1.21 billion of the long-term debt of the company bears interest at fixed rates, and therefore
the fair value of these instruments is affected by changes in market interest rates. The following table presents
principal cash flows (in millions) based upon maturity dates of the debt obligations and the related weighted-
average interest rates by expected maturity dates for the fixed rate debt. The interest rate on the variable rate debt
as of December 31, 2001, was LIBOR plus 1.5% which includes facility fees (3.6%), however, this rate could
range from LIBOR plus 0.75% to LIBOR plus 1.75% depending on our financial results.

December 31, 2001:

Long-term debt, Fair
including current portion _2& _2% ﬂ)i 2005 2006 Thereafter Total Value
Fixedratedebt ............. $34 $33 $33 $32 $161 $919 $1,212 $1,218
Avg.interestrate ............ 82% 82% 81% 80% 7.9% 7.8%

Variable rate debt (1) ........ $469 $ 469 $ 469

(1) As of January 3, 2002, $197 million of variable rate debt was repaid.

At December 30, 2000, The Timber Company’s debt was an allocated portion of Georgia-Pacific’s outstanding
debt and, therefore, the fair value of the allocated debt was not impacted by changes in market interest rates. The
interest charged on the allocated debt was adjusted quarterly based on the weighted-average interest rate of
Georgia-Pacific’s debt.
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MARKET FOR THE REGISTRANT’S COMMON EQUITY
AND RELATED STOCKHOLDER MATTERS

Plum Creek Timber Company, Inc.’s common stock is traded on the New York Stock Exchange and the
Pacific Exchange. As of February 22, 2002, there were approximately 30,808 registered owners of 183,767,983
outstanding shares.

Trading price data, as reported on the New York Stock Exchange Composite Tape, and declared cash
distribution information for 2001 and 2000, are as follows:

m 1st Qtr. 2nd Qtr. 3rd Qtr. 4th Qtr.
High ... ... $24.64 $27.33 $28.72 $28.99
LOW . 21.48 21.56 22.63 22,77
Cash distribution per Share ................ $ 0.57 $ 057 $ 0.57 § 1.144
w Ist Qtr. 2nd Qtr. 3rd Qtr. 4th Qtr.
High ... ... . $25.75 $29.81 $28.94 $26.94
Low . . 21.50 23.13 21.88 21.81
Cash distribution per Share ................ $ 057 $ 0.57 $ 0.57 $ 0.57

Cash dividends are determined by our board of directors, in its sole discretion, based on consideration of a
number of factors including, but not limited to, our results of operations, cash flow and capital requirements,
economic conditions, tax considerations, debt covenant restrictions that may impose limitations on our ability to
make cash payments, borrowing capacity, changes in the price and demand for our products and the general
market for timberlands and those timberland properties that have higher and better uses. Other factors that our
board of directors might consider include the appropriate timing of timber harvests, acquisition and divestiture
opportunities, stock repurchases, debt repayment and other means by which we can deliver value to our
stockholders.

A Plum Creek paid a dividend of $0.57 per share on November 30, 2001 and December 28, 2001. The
December 28, 2001 dividend represents the acceleration of our fourth quarter 2001 dividend that normally
would have been paid in February 2002. See Note 5 of the Notes to Financial Statements.

66




DIRECTORS AND EXECUTIVE OFFICERS

DIRECTORS

David D. Leland
Chairman of the Board
Plum Creek Timber Company, Inc.

Rick R. Holley
Director and President and Chief Executive Officer
Plum Creek Timber Company, Inc.

Joe E. Beverly

Director

Synovus Financial Corp., a financial institution
Chairman of the Board

Commercial Bank, a financial institution and
subsidiary of Synovus Financial Corp.

Director

Flowers Foads, Inc., a producer and marketer of frozen
and non-frozen bakery and dessert products

Ian B. Davidson

Chairman of the Board

Davidson Companies, the holding company of D.A.
Davidson & Co., a brokerage firm

Professor John G. McDonald
IBJ Professor of Finance
Graduate School of Business
Stanford University

Hamid R. Moghadam

Chairman of the Board and Chief Executive Officer
AMB Property Corporation, a real estate investment
trust focusing on high throughput distribution properties

William E. Oberndorf
Managing Director
SPO Partners & Co., a private investment firm

William J. Patterson
Managing Director
SPO Partners & Co., a private investment firm

John H. Scully
Managing Director
SPO Partners & Co., a private investment firm

Stephen C. Tobias

Vice Chairman and Chief Operating Officer
Norfolk Southern Corporation, a rail transportation
company

Sam A. Williams
President
Metro Atlanta Chamber of Commerce

OFFICERS

Rick R. Holley
President and Chief Executive Officer

William R. Brown
Executive Vice President and Chief Financial Officer

Michael J. Covey
Executive Vice President

Thomas M. Lindquist
Executive Vice President, Real Estate and Strategic
Business Development

James A. Kraft
Senior Vice President, General Counsel and Secretary

Barbara L. Crowe
Vice President, Human Resources

Robert J. Olszewski
Vice President, Corporate and Environmental Affairs

David A. Brown
Vice President, Controller

David A. Lambert
Vice President, Treasurer

67




[THIS PAGE INTENTIONALLY LEFT BLANK]




PRINCIPAL HEADQUARTERS
Plum Creek Timber Company, Inc.
999 Third Avenue, Suite 2300
Seattle, Washington 98104
(206) 467-3600

Internet: www.plumcreek.com
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John B. Hobbs

Director of Investor Relations

(800) 858-5347 or (206) 467-3600
info@plumcreek.com

ANNUAL MEETING
Date: May 7, 2002
" Time: 9:00 a.m.
Location: Washington Athletic Club
1325 6th Avenue
Lobby Level, Noble Room
Seattle, Washington 98101

FORM 10-K

Additional copies of this Report and

Plum Creek’s Report on Form 10-K are available
without charge upon written request to:

Plum Creek Timber Company, Inc.

Investor Relations

999 Third Avenue, Suite 2300

Seattle, Washington 98104

STOCK INFORMATION

Listed: New York Stock Exchange
Pacific Stock Exchange

Symbol: PCL

Cusip: 729 251 108
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Internet: www.equiserve.com
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